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CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 


WEDNESDAY, MARCH 2, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 

Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to notice in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

eens: Representatives Bonner (chairman), Ashley, Zelenko, 
Downing, Casey, Tollefson, Ray, Mailliard, and Pelly. 

Staff members present : John M. Drewry, chief counsel, and William 
B. Winfield, chief clerk. 

The CHAIRMAN. The committee will come to order. 

The committee has met this morning to open hearings on H.R. 
10644, a bill to amend title V of the Merchant Marine Act, 1936, in 
order to remove certain limitations on the construction differential 
subsidy under such title. (H.R. 9833 by Mr. Pelly and H.R. 10129 by 
Mr. Tollefson are identical to H.R. 10644.) 

(H.R. 10644 follows :) 


(H.R. 10644, 86th Cong., 2d sess. ] 


A BILL To amend title V of the Merchant Marine Act, 1936, in order to remove certain 
limitations on the construction differential subsidy under such title 


Be it enacted by the Senate and House of Representatives of the United States 
of America in. Congress assembled, That section 502 of the Merchant Marine Act, 
1986 (46 U.S.C. 1152), is amended by— 

(1) striking out the second, third, and fourth sentences in subsection (b) 
and inserting in lieu thereof the following: ‘In any case where the lowest bid 
of a responsible domestic shipbuilder is found to be unreasonable or excessive, 
the proposed contract may be negotiated with the view to construction in a 
domestic shipyard at a reasonable cost” ; and 

(2) striking out the last sentence in subsection (d). 


The CuatrMAN. I am going to ask the counsel to read into the record 
at the beginning of this hearing the effect that this bill would have on 
the 1936 act with respect to c onstruction subsidy. 

Mr. Drewry. Mr. Chairman, the bill provides: 


That section 502 of the Merchant Marine Act, 1936 (46 U.S.C. 1152), is amended 
by— 

(1) striking out the second, third, and fourth sentences in subsection (b) 
and inserting in lieu thereof the following: “In any case where the lowest 
bid of a responsible domestic shipbuilder is found to be unreasonable or ex- 
cessive, the proposed contract may be negotiated with the view to construc- 
tion in a domestic shipyard at a reasonable cost” * * * 
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The second, third, and fourth sentences of subsection (b) read ag 
follows: 

The construction differential approved by the Commission shall not exceed 
334% per centum of the construction cost of the vessel paid by the Commission 
(excluding the cost of national-defense features as above provided), except 
that in cases where the Commission possesses convincing evidence that the 
actual differential is greater than that percentage, the Commission may approve 
an allowance not to exceed 50 per centum of such cost, upon the affirmative 
vote of four members, except as otherwise provided in subsection 201(a). In 
any case where the Commission finds that the construction differential exceeds 
33% per centum of such cost and that the lowest bid of a responsible domestic 
shipbuilder is unreasonable, excessive, or collusive, the Commission may nego- 
tiate and contract with the view to construction in a domestic shipyard that 
is not unreasonable or excessive in cost or collusive in character. Where the 
Commission finds that the construction differential exceeds 50 per centum of 
such cost, the Commission may negotiate and contract on behalf of the appli- 
cant to build such vessel in a domestic shipyard at a cost which will reduce 
the construction differential to 50 per centum or less, 

The bill, as stated, repeals those sentences relating to differentials 
of 3314 and 50 percent and inserts in lieu thereof authority to nego- 
tiate wherever the lowest responsible bid is unreasonable or excessive. 

Section 2 provides for striking out the last sentence in subsection 
(d). This is a conforming amendment which is applicable to the 
section relating to the 6 percent Pacific coast differential. 

The last sentence of subsection (d) reads: 

Nothing in this section shall be construed as authorizing the Commission to 
approve a construction differential in excess of 50 per centum of the construc- 
tion cost of the vessel paid by the Commission. 

This sentence means that the same limitation of 50 percent applies 
where shipyards on the west coast receive the benefit of a 6-percent dif- 
ferential over other bidders in the bidding on ships to be owned and 
operated by west coast firms. 

The limitation applies just as much in those cases as it does in 
cases of general national bidding. 

The CuHatrman. The first witness this morning is Mr. Bradley 
Nash, Deputy Under Secretary for Transportation of the Depart- 
ment of Commerce. 

You may proceed, sir. 


STATEMENT OF BRADLEY D. NASH, DEPUTY UNDER SECRETARY 
FOR TRANSPORTATION; ACCOMPANIED BY L. C. HOFFMANN, 
CHIEF, OFFICE OF SHIP CONSTRUCTION, MARITIME ADMINIS- 
TRATION, DEPARTMENT OF COMMERCE 


Mr. Nasu. Mr. Chairman, my name is Bradley Nash. I am Deputy 
Under Secretary of Commerce for Transportation. 

With your permission, I would like to read this statement. 

It gives me a great deal of pleasure to appear before your com- 
mittee and present the views of the Department of Commerce with 
respect to H.R. 9833, which would amend the Merchant Marine Act, 
1936, as amended, so as to remove the limitation on the payment by 
the Government of a construction differential subsidy in excess of 
50 percent of the domestic construction cost of vessels construction 
under the provisions of the act. 

Mr. John Allen, Under Secretary for Transportation, who testi- 
fied on S. 2584, an identical bill, before the Subcommittee on Mer- 
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chant Marine, Committee on Interstate and Foreign Commerce, U.S. 
Senate, approximately 2 weeks ago, is away from the city and will 
not be able to attend the hearing today. However, as expressed be- 
fore the Senate subcommittee, we believe that it is not conclusive at 
the present, that the difference between American and foreign ship- 
building costs is in excess of 50 percent or that the difference im 
construction costs will continue to widen in the future. 

As you gentlemen know, the principal objective of the 1936 act 
was to encourage the development and maintenance of an American 
Merchant Marine adequate to meet the commercial and national 
defense needs of this country. In this act, the American Merchant 
Marine is authorized to receive Government assistance on the basis of 
the so-called parity concept—that is, American-flag operators are 
placed on a parity with foreign-flag operators in the operation of 
their vessels insofar as certain essential items of expense are con- 
cerned and, up to the point where the Government assistance equals 
the cost to the vessel owner, in the construction of new vessels. 

This system of direct subsidy to American-flag operators in meet- 
ing foreign competition has been recognized generally as a sound 
basis for Government assistance to the merchant marine. With refer- 
ence to the 50-percent limitation applying to construction differential 
subsidy, there have been only two instances since the act was passed 
where it has been departed from as a matter of principle. One was 
during World War II when the limitation was lifted as a general 
war emergency measure by authorizing the foreign-cost determina- 
tion to be made on the basis of conditions existing in the period prior 
to 1939. The other was the fixed amount formula provided in Public 
Law 85-521, 85th Congress, which authorized Government. assistance 
in excess of 50 percent in the construction of two superliners. 

Historically, when the Merchant Marine Act of 1936 was enacted, 
the difference between the United States and foreign shipbuilding 
costs ranged between 30 and 40 percent. This compares with the 
period between October 1958 and 1959, when the difference in ship- 
building costs with respect to certain vessels being constructed under 
title V of the 1936 act ranged between 48.4 and 52.1 percent. It is 
apparent, therefore, that, should this trend continue, American opera- 
tors will pay more for new vessels than their foreign competitors. 

The Department of Commerce has been unable to determine at this 
time whether this trend will continue. There is some evidence that 
the curve has flattened out. During the latter part of 1959, shipbuild- 
ing prices in the United States and foreign yards decreased somewhat. 
Recent. studies indicate that fewer contracts for new vessels are being 
placed, and that shipbuilding capacity greatly exceeds demand. The 
competitive situation and greater efficiency resulting from techno- 
logical improvements in the United States and foreign yards could 
result in further reduced shipbuilding prices. The recent bids for 
mariner-type ships for States Steamship Corp. reflect a reduction in 
bid prices between the first half of 1959 and November of 1959. 

At the present time the difference between American and foreign 
shipbuilding costs does not generally appear to be in excess of 50 
percent. In view of the indicated current trend, we do not believe that 
removal of the 50-percent limitation is justified at this time. 
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The Department of Commerce is therefore opposed to H.R. 9833 
and recommends that it not be given favorable consideration by your 
committee. 

With your permission, may I proceed very briefly from this on toa 
few more comments which perhaps are a little more direct and to the 
point ? 

he observation of the Department of Commerce, and I am sure of 
all of us who are following merchant marine subjects, is that the world 
is certainly in a depressed, even a depression, state as regards the 
maritime industry. We all know that there are ships available with- 
out cargoes and they are tied up at ports and there is plenty of demand 
. inmany places for cargoes which do not materialize. 

This is partially the result of overbuilding during past years and 
the obvious desire to maintain a fleet in being in case of emergency. 
To my mind, it is very similar in lots of ways to the attempt to build 
up more modern shipping facilities as compared to the aviation indus- 
try which at this time is moving out of the piston stage into the jets 
and has a great problem as to what to do with the not yet depreciated 
planes. 

On the other hand, we have an industry which the United States 
has taken pride in for many, many years. It is an industry which 
has been dynamic and which has carried the flag of the United States 
all over the globe, even comparable to the United Kingdom. 

As we look at it in the Department of Commerce, we are now faced 
with a situation—where for various reasons which will be rehearsed, 
I am sure, at great length before you—in a state where there is a 
margin between American and foreign costs. Yet the margin has 
not yet been determined to be so great as to exclude American man- 
ufacture in their yards. 

The Department of Commerce feels there is still time to observe: 
First, whether this margin continues or widens; and, second, possibly 
to take advantage of what may be considered a God-given opportu- 
nity by the competitive processes of which we are all so proud of im- 

roving the economic and technical methods in the shipyards, and 
in the industry as a whole, including improvements on the vessels 
which, instead of making it necessary to continually equalize the dif- 
ference between others’ costs by subsidy, might eventually make the 
American shipbuilding and shipping industry at least somewhat more 
competitive than it has been in the past. 

Perhaps, put very briefly and finally, it is our hope that we can 
see an opportunity for the industry to reduce its costs at this time 
before the world prices simply compel continued subsidization. 

We would like to see the subsidization eliminated to the degree that 
it renders improvement, the obvious desirable objective of both in- 
dustries, the shipbuilding and the shipping industry. 

That is all, Mr. Chairman. 

I thank you for the opportunity to testify. 

The Cuarrman. On the second page in the third paragraph, I wish 
you would enlarge on this sentence : 

This compares with the period between October 1958 and 1959, when the 
difference in shipbuilding costs with respect to certain vessels constructed * * * 
ranged between 48.4 and 52.1 percent. 

What was the extent and what were the facts about this 52.1 
percent ? 


wD 


’ 
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Mr. Nasu. What was your third word there? 

The CHarRMAN. You did read the sentence yourself. It is in your 
statement. 

Mr. Nasu. I did not get your question. 

The CuarrMan. To what degree did this 52.1 percent exist? You 
designate a period from October 1958 to 1959. You say October 1958 
and 1959. Do you mean October 1958 to October 1959? 

Mr. Nasu. Yes, that is right. 

The CuHarrMAN. All right. 

Mr. Nasu. It is October 1958 as stated. 

The Coarrman. And October 1959, you said ? 

Mr. Nasu. Yes, that is correct. 

The CHarRMAN. What month in 1959 was that? 

Mr. Nasu. October. 

The CHatrMan. That is October? 

Mr. Nasu. Yes. 

The CHairMAN. Give us the facts about this 52.1 percent during 
October 1959. Give us an example. 

Mr. Nasu. We have a_ record here of certain lines, starting with 
Moore-McCormack, three vessels; the estimated percentage, 49.2. 
Japan was used as the comparable nation. 

On December 18, we have a bid date of the Export Line. 

The Cuarrman. December 18 of what year? 

Mr. Nasu. 1958. 

The Export Line, four vessels, also using Japan as the base; a fig- 
ure of 48.3 percent. 

On March 17, 1959: the Mississippi Lines, three vessels, using Japan 
as a base with an estimate of almost exactly 50 percent. 

The CuatrMan. What was that month? 

Mr. Nasu. Without the ceiling it would be 50.8. 

The CuatrMan. What month was that ? 

Mr. Nasu. March 17, 1959: The American Mail Lines on April 15, 
1958, three vessels; the estimated rate 52.1. 

June 25, 1959; Pacific Far East, two vessels, again using Japan, 
51.8, 

The last two figures I have are for October 29, 1959; three vessels 
for Grace, using Germany as a comparative nation, 50.2 percent, 
almost exactly 50 percent. 

The latest figures are November 30, 1959: States Steamship Lines, 
four vessels, using Japan, 48 percent. 

The CuarrmMaN. I merely want to ascertain why you jump from 
Japan to Germany to get the higher figure? What was the figure at 
the time in Japan? 

Mr. Nasu. I presume we have that. 

Mr. Horrmann. I would like to answer that. The market in Japan 
and Germany is fairly close and in this case it was the opinion of the 
operator, and it was concurred in by our office, that Germany was the 
low-cost country for that particular ship. This was a Grace Line ship. 
It was a combination container ship, passenger ship, reefer ship and, 
in this particular case, Germany was the low-cost center. As a 
practical matter, the countries are so close that you could almost have 
your choice in this. 

The Cuatrman. How long did this 52.1 percent figure exist ? 

Mr. Nasu. It prevailed for that particular bid, Mr. Chairman. 











6 CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 


The Cuamrman. That particular bid was in April, did you say} 

Mr. Nasu. That was April 1959. 

The CuHarrMan. That was Japan! 

Mr. Nasu. That was Japan. 

The CHarrman. What was the comparative price, we will say, in 
Germany at that time? 

Mr. Nasu. Well, it was either comparable or higher because we use 
the lowest priced nation. 

The CuHarrMan. This 52.1 existed for how long ? 

Mr. Nasu. That existed for this particular bid of April 15, 1959, 
American Mail. 

The CHarrMaNn. Just in the month of April 1959? 

Mr. Nasu. Even for that particular undertaking, because that 
existed at the moment the bid was filed. 

The CHarrMan. Did it exist up until November of 1959 at 52.1 
percent ¢ 

Mr. Nasu. If another bid had been taken a week later, it may or may 
not have been similar. 

The CuHarrMan. On page 3, you say: 

The recent bids for mariner-type ships for States Steamship Corp. reflect a re- 
duction in bid prices between the first half of 1959 and November. 

You say “the first half of 1959.” Would April be in the first half 
of 1959? 

Mr. Nasu. I presume calendar, yes, and fiscal, no. 

The CuHarrman. Did you not say over here that it went up to 52.1 
in April? 

Mr. Nasu. Yes, that was when that figure was determined upon, 

The CHatrMAN. How does this statement on page 3 coincide with 
your statement on page 2 ? 

You say on page 3: 

The recent bids for mariner-type ships * * * reflect a reduction in bid prices 
between the first half of 1959 and November. 

Mr. Nasu. Well, we have the November figure. 

The Cuairman. I am talking about your own statement to see if I 
can get these things to coincide. 

Mr. Nasu. Correct. I understand, Mr. Bonner. 

As I read this sentence on page 3, it states that there has been a re- 
duction between the first half of 1959 and November. 

The Cuatrman. Over here you say that. in April of 1959 it went up 
to 52.1. 

Mr. Nasu. Well, the first half of 1959, yes. There has been a re- 
duction since then down to the November figure of 48. In other 
words, there is a lower figure in November than in the first. half 
of 1959. 

The Cuairman. Is that sentence exactly correct, then / 

You say: 

* * * reflect a reduction in bid prices between the first half of 1959 and 
November. 

Mr. Nasu. Yes. 

The Cuarrman. April would be in the first half of 1959; would it 
not ? 


ar 





CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 7 


Mr. Nasu. Yes, at which time the rate was 52.1. It is now reduced 
to 48 in November. 

The CuarrMaN. I just cannot get that straight in my mind. 

Mr. Tollefson ¢ 

Mr. Toutzterson. Mr. Nash, I take it that the Department approves 
of the parity concept as mentioned in the 1936 act which says, in effect, 
that the Government shall pick up the tab for the difference bet ween 
what it costs to build the i in a foreign yard and what it would 
cost to build in a domestic vend’ 

Mr. Nasu. Yes, we do. 

Mr. To.terson. In reading your statement, one might get the im- 
pression that you have a little qualification there and gol believe in 
the concept provided it does not exceed 50 percent. 

Mr. Nasu. Well, we believe in the parity concept, of course, as long 
as it is required to maintain an adequate merchant marine and ade- 
quate shipping industry. 

I do not think any of us would be in favor of subsidies for a reason 
that was unnecessary. We certainly contemplate at this time that 
subsidy is required to keep our ships and our yards and our trained 

rsonnel adequate for the military and commercial fleet so that we 
hive no feeling just because 50 percent is 50 percent; we do have a 
feeling that, when we have a lid on a very close situation, that such a 
lid of a maximum can be very helpful to stimulate improvement in 
methods in the industry. 

Mr. Totterson. Of course, there is another parity concept involved 
here. That is that all the shipbuilders will be treated the same under 
the law. Those who get a bid, say, which reflects a 52.1 percent differ- 
ence have to pick up that 2.1 percent tab; do they not? 

Mr. Nasu. Of course, I must say that that reflects the Pacific coast 
benefit. 

Mr. To..erson. But even so, they are then not treated in the same 
way that other shipbuilders are treated because they have to pick up a 
bigger percentage of the tab. 

Mr. Nasu. Yes. 

Mr. Totterson. Do you know why the 50 percent limit was placed 
in the 1936 act ? 

Idonot. I am asking you. 

Mr. Nasu. You will forgive me for speculating, but that is the 
familiar arrangement between the States and the Federal Government 
perhaps starting back in the highway program. 

I might say, parenthetically, at this time, that one of our greatest 
administrative problems in the highway program which was in our 
office was when they changed that system to 90 percent Federal con- 
tribution and 10 percent State, and it was a great difference whether 
fou are contributing half or 90 percent of a great program and it has 
been one of our great problems to have a responsibility for a program 
in highways in which we contribute 90 percent of a very huge sum of 
money and actually are limited because the money is given to the 
States. 

Mr. Totterson. Do you know what the differential was in 1936? 

Mr. Nasu. I think what we believe is between 30 and 40 percent. 

Mr. Totterson. I know it was stated as being between 30 and 40 
percent in your statement. My impression, therefore, is that, if the 
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differential at that time ranged from 30 to 40 percent, the 50 percent 
figure might have been an:arbitrary one. 

Mr. Nasu. I think so, 

Mr. Touierson. Did it serve any good purpose, then, at all? 

Mr. Nasu. Well, I think a speed limit tries to keep people below 
a speed even if they do not drive up to the top. They do not drive 
80 miles an hour if they are not allowed to go over 50 or 60. If it was 
not there, I suppose God knows what they would drive at. 

Mr. Touterson. I am wondering whether there was need for a 
limitation at all because up until Tast April, the ceiling was never 
pierced ; was it? 

“Mr. Nasu. That is right; at the last session. 

Mr. To.tieFson. The thought occurs to me that, if we are going to 
follow the so-called parity concept, we do not need a ceiling. 

Mr. Nasu. As I point out, in the highway program it is very 
healthy to have some rules just to say that someone should behave ina 
nice and proper way and conform to the Ten Commandments. I do 
not want to make a comparison with crime at all but it is good to have 
— on the books whether you are playing cards or in something 
else. 

Mr. Touterson. Putting it another way, you feel it would tend to 
make the shipyards keep their prices down ? 

“ Mr. Nasu. And to seek new methods of reducing costs would be the 
ope. 

r. Totterson. You are not satisfied that the difference generally 
exceeds 50 percent except in these instances which you have men- 
tioned ? 

Mr. Nasu. Which was somewhat exaggerated by the 6 percent 
west coast preference. Actually they were below that on the basis 
of the bids received. We have had no low bids above 50 percent, I 
believe. 

Mr. Totiterson. You are not convinced that the difference will 
widen, then? As you put it, the gap will not widen ? 

Mr. Nasu. We are in an emergency situation almost around the 
world in shipbuilding. We are darn close to it. The world ship- 
yards are anything but active, with some exceptions. 

It would not seem to me that this was the time to measure a posi- 
tive longtime policy of this or that percentage. 

I would also hazard, if I may, what I think your former associate, 
John Allen, and my dear friend, pointed out in the Senate, that per- 
haps the French yards—and I was at Brest and Saint-Nazaire a year 
ago—took advantage of the incredible destruction to build anew. 
They had to do it by force majeure but I would hope here that this 
ceiling would direct our shipbuilders in new improvement without 
such a horrible pressure. 

The yards over there were reconstructed with the best thinking 
they could do immediately after World War II. There was cer- 
tainly nothing left in Saint-Nazaire or Brest anyway. 

Mr. Totierson. Coming back to this feeling you expressed that 
you do not feel that the gap will widen, we see that since 1936 the 
gap has widened and the difference in cost has increased from 30 per- 
cent up to 52.1 at least in one case, so that the curve has been upward 
for the last 20 years. 
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Mr. Nasu. It certainly has, and I think we can thank the fine 
American standard of living for that, and I would be the last one 
to speak against that; but i would. also suggest that European and 
Asiatic nations are going to have the same trend which has been de- 
layed for many, many generations and that particular advantage 
that they have had, I would not say in the modern world is going to 
last forever. 

I realize we cannot wait for history to take place in these things 
but on our conscience we have the thought that we can recommend 
to the next session of Congress the consideration of this measure 
when we will know more about it. 

Mr. Totterson. I have just one more question. 

If by next year there are some additional bids made and the bids 
in each case show that the difference is better than 50 percent, what 
would be the position of your Department then ? 

Mr. Nasu. We will lead the parade up here, Mr. Tollefson. 

Mr. Totierson. That is all, Mr, Chairman. 

The CuHatrMan. What are you planning on contracts that are out 
for bidding at the present time? What are you finding the differen- 
tial in cost to be? You have contracts under bid at the present 
time. 

Mr. Nasu. My answer will have to be favorable to both sides in 
regard to a breakthrough. One is that relatively few ships con- 
tracts are being awarded, looking ahead possibly waiting for some 
action of this committee. 

On the other side, there is no question that prices are trending down 
all over the world, including the United States. 

I do not think anyone ought to suggest that we should take ad- 
vantage of a current misery to take undue advantage. 

On the other hand, I do not think any of us is satisfied that the 
shipbuilding industry is in a position where they will suffer if this 
step is not taken by the committee. 

t noted, for example, that in the year 1959, of all companies pay- 
ing dividends listed on the New York Stock Exchange that the aap: 
builders led the list of improvement of dividends over the preceeding 
year. Whether that is just very nice and we are glad they did it or 
whether that is a future trend or not, I believe they were 49 percent 
of improvement of dividends to their stockholders. 

The CHatrman. You mean their dividend earnings showed 49 per- 
cent over 1958 ? 

Mr. Nasu. Their improvement of their dividends showed 50 per- 
cent improvement over the previous year. They were not making 
50 —o on their investment, I can assure you. 

he CuarrMan. In your survey which I imagine you conducted, you 
said between November of 1959 and the present date in the favorable 
a and you mentioned Japan and Germany. What is the present 
cost 

Mr. Nasu. I will ask Mr. Hoffman to give an answer to that. In 
the meantime, I will say that I know that the Japanese yards are hav- 
ing a very difficult time and they recent!y themselves have received a 
modicum of subsidy, if I remember reading the other day, to the effect 
that they were given a particularly low interest rate on money bor- 
rowed. 
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The Cuarrman. The Japanese construction yards? 

Mr. ZELENKO. They were given a break on steel. 

Excuse me, Mr. Chairman. 

Mr. Nasu. I missed that. All I saw was the proposal for cheaper 
money. 

The Cuatrman. Mr. Ashley ? 

Mr. AsHLey ( presiding). I have just one question with respect to 
Mr. Tollefson’s line of inquiry and specifically the increasing gap, as 
he put it, from 1936. 

Do you think possibly that part of the explanation is the fact that 
there was a 50-percent limitation? In other words, if the domestic 
price does increase, who picks up the tab? 

Mr. Nasu. Well, I am sure that whenever there is a subsidy, be- 
cause we know it in all industries, it does tend to protect; but I also 
realize that the industry is a very able and ambitious one and I would 
hesitate to say they are seeking only the subsidy. 

Mr. Asuiey. I am not saying that either. What I am saying is 
there is certainly a greater incentive to bring about the efficiencies in 
your operation. In other words, as the law now is, beyond 50 per- 
cent you can be reasonably sure that there will be real efforts made 
to meet the competition taking into consideration the differential. 

Mr. Nasu. I think that is exactly it, Mr. Ashley. That is our po- 
sition. As I would like to emphasize, we do not mean by cutting costs 
or quality or anything else. 

We mean by improved methods which the Europeans have already 
done; that is, to start anew in 1946 and 1948. I think you have de- 
scribed it very well. 

Mr. Asutry. Mr. Zelenko? 

Mr. ZetenKo. I was very interested in your remark that the ship- 
yards have shown improvement in their dividend of 49 percent. Does 
that mean that they were dead and now they are breathing slightly! 

Mr. Nasu. I tried to put that in because I would be the first one to 
say that, when anybody, as you say, is as badly off and to suddenly 
have a 50-percent increase, they must have been pretty low to start 
with. 

I did want to point out that they at least felt they could dispose of 
some money which they did not need in their operations. 

Mr. ZeLENKO. I am interested in your statement on page 3. 

You say: “Recent studies indicate that fewer contracts for new 
vessels are being placed, and that shipbuilding capacity greatly ex- 
ceeds demand.” 

What are some of the reasons for fewer contracts being placed, if 
you know? 

Mr. Nasu. Well, being placed all over the world. 

Mr. ZELENKO. You mean placed in American yards? 

Mr. Nasu. Both is the case. There is certainly a depressed condi- 
tion in shipbuilding and the carriage industry. 

Taking the tankers, we know why that is. After Suez everybody 
went into the tanker business with great assistance from the Federal 
Maritime Board and Maritime Administration and then all of a sudden 
the problem was cured and now we have plenty of tankers. 

Mr. ZeLENKO. I know that. What is one of the reasons that they 
are dropping in American yards? 
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Mr. Nasu. Well, as I say, they are dropping in all yards but they 
are dropping in American yards because these vessels can be built more 
economically overseas. 

Mr. ZeLenKoO. In today’s New York Times, it says that we have 
now dropped to sixth place in shipbuilding, so that they are not 
dropping as fast in foreign yards as in American yards. 

Mr. Nasu. I have not read today’s Times. Yesterday, it said we 
were No. 8. The Times has scooped us on that. 

Mr. ZeLeENKo. I am interested in that remark because it is my 
feeling that, on the question of the 50 percent, I think that people in 
other countries read the newspapers also and they are acquainted with 
our laws. 

Do you not think that having an arbitrary figure of 50 percent 
would, despite technological advances or the idea of us trying to meet 
competition, spur foreign yards to lower their rates so that the 50 
percent limitation here would pat the building of ships beyond the 
ability of an American yard to build, whereas, if we did not have that 
limitation, then it might come down to technological advances and 
competition 

In my view, unless you can convince me otherwise, I think that the 
50 percent is used as a plaything or a means of beating us out of the 
building of ships by some of these other countries. 

It is fair enough if they can do it. They may have means of lower- 
ing their costs so that the 50 percent strangles us but not them. 

Is that a fair view ? 

Mr. Nasu. Well, competition is very rugged without any additional 
incentive between West Germany, which has had a phenomenal rise, 
Japan, the Swedes, and United Kingdom, of course. There is plenty 
of competition and plenty of skilled labor and plenty of shipyard 
available around the world. I think I read in the New York Times 
that Brazil is starting an operation to build their own ships. 

Mr. ZELENKO. I would like an answer to my question. 

Do you not think that that 50 percent limit is very important to 
the foreign yards when they decided to figure the cost on a vessel and 
they are aware that that is a barrier for the American shipyards? 

Mr. Nasu. I do not think so, Mr. Zelenko. We have not found that 
in any experience we have had. We know that the world shipyards 
are Just as eager as anyone can be to get the business. There may be 
an additional incentive for them to cut further in what you said, but 
I think they are out to get the business and are eager to get it. 

Mr. ZeLenKo. If they are eager to get it and eager enough, they 
would cut prices, would they not? That is natural in business. 

Mr. Nasu. Yes, they do without any other incentive to do so. 

Mr. Zetenko. You are aware of the fact that this can fluctuate 
because you said that in the event it rises, you would lead a parade 
up here. Your parade might take place after the holiday. It might 
be too late. Why not give the weapons now so that, in the event of a 
fluctuation, there would not be a necessity of a parade? 

Suppose Congress is not in session and something happens in the 
period when we are not in session and you think it is necessary to lead 
the parade and have no street to parade on? Would it not be better 
for us to have this in the legislation now so that we are not bound and 
we can take care of, and you can take care of, under the law, any 
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emergency that may occur? What is the danger in that? I want to 
know what is the danger in removing the 50 percent. 

Mr. Nasu. As Mr. Ashley indicated and as I attempted also in my 
earlier remarks to point out, incentive for modernization is something 
we need, and one of the greatest ways of getting that would be an at- 
tempt to sharpen our own pencils based on fair competitive price plus 
improvement of our facilities. 

Mr. ZetenKo. Yes, but do you say that the 50 percent brings it 
within the area of fairness, that that is the thing that is going to de- 
termine the price of a vessel 

Mr. Nasu. I did not get the point of “within fairness.” 

- Mr. ZetenKo. You say you want the 50 percent in order to keep the 
people honest, in plain language, and when I say honest, I mean hon- 
est in setting price. 

Mr. Nasu. I was not thinking of it in terms of honest in setting 
price. I have no questions of the industry in that way. I am think- 
ng of the incentive to reduce costs by modern improved methods. 

{r. ZeLE=KO. But how does the 50 percent do that? I cannot un- 
derstand that. 

Mr. Nasu. Let me use an example. I just put a roof on my barn 
down in West Virginia. The first person I went to gave me a quota- 
tion based upon costs. He said, “I will take two or three men and we 
will put it on for you and it will cost $1,200.” I shopped around and 
found a man who was able and had equipment and he put it on for 
$800. 

Mr. ZeLENKO. The theory behind this law is to protect American 
industry against foreign competition and the competition and the bids 
are governed in order to keep the gap within certain areas, not by the 
competition so much between American bidders but between American 
bidders and foreign bidders. Therefore, I cannot see how the 50 per- 
cent protects the Government here against the bidding of American 
builders. 

This 50 percent or any differential is to protect American builders 
and Government against foreign builders, not against each other. 

Therefore, I do not understand what good the 50 percent is. The 
way you are arguing, sir, is that this will keep American builders in 
competitive line but your 50 percent restriction does not keep foreign 
industry in line. We cannot legislate for other countries. 

The theory behind this legislation is to protect us against foreign 
competition, not against other American competition. That is why I 
do not understand why the 50 percent is so important. 

Mr. Nasu. Let us try it this way. If you Suey that there is only a 
limited amount of subsidy which is available to you probably in 
order to compete either foreign or domestic you will do everything 
you can to improve your cost structure by improvement of your 
methods and facilities, and that is why a limitation on subsidy is fre- 
quently helpful. 

Mr. ZeLenKo. That would be true if there were only one American 
builder but this imaginary American builder is competing against 
other American builders and that competition necessarily would keep 
the price down so that, unless there was collusion between American 
builders, which I think other laws would take care of. 

Mr. Nasu. Certainly. 
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Mr. ZeLtenxo. Then this thing is futile and useless, and I think 
defeats its own purpose. 

You are arguing from the situation where there might be collusion 
or there might be just one builder. 

Mr. Nasu. I have not suggested collusion at any time. 

Mr. ZELENKO. We are talking imaginary cases. In a case of collu- 
sion, you would be right. In a case of one builder you would be 
right because he could set his costs at whatever he wants and get the 
money from the Government, but in the case of a number of American 

ards all looking for business, the natural competition among them 
would ree ee price down. That would not limit what the Foeéien 
yards do. That is the purpose of this law. 

I respect your opinion but it carries no weight with me. You have 
not convinced me yet because you have not taken the example of the 
foreign yard. They can doa lot of things over there, maybe with some 
of the money we have given them, with low labor costs, with many 
other things, and widen that gap no matter what we do. 

Therefore, should you not, by the legislation suggested by the chair- 
man, be able to deal with a situation which may be of an emergency 
nature instead of having a parade up to the Hill? 

The 50 percent, as Mr. Tollefson brought out, was arbitrary in the 
first place and therefore I do not see what the argument is against it 
because you are only talking, as I say, and I am going to conclude my 
remarks at this time, of a possible lack of competition between Ameri- 
can builders. That is what you have urged for your position. 

Mr. Nasu. Of course, in competitive Siddieen no one knows what 
anyone else is going to bid, obviously. 

r. ZELENKO. Competitive bidding between whom ? 

Mr. Nasu. Between American bidders. 

Mr. TottErson. Would you yield? 

Mr. ZeELENKO. I yield. 

Mr. Nasu. It is very easy to break through the subsidy barrier if you 
think you are going to be able to get a subsidy. 

Mr. ZELENKO. I yield. 

Mr. Touterson. I think the gentleman from New York is making an 
excellent point and I was just wondering if the witness could suppl 
this committee with information as to the number of American yards 
that bid on an invitation to bid in the average case. 

“— Nasu. Yes, of course, we can. We can give you the complete 
record. 

Mr. Hoffmann, of the Maritime Administration, has just indicated 
that every time there are from 8 to 10 bidders. I thought it was prob- 
ably three or four, but I realize that probably on both coasts that would 
cover eight. 

Mr. Totterson. I do not mean to have the whole record of bids but 
I would like some statement similar to what you have just made that 
on the average there are 8 to 10 American bidders for each bid. 

Mr. Nasu. Is that for the record or for Mr. Tollefson ? 

The CuatrMan (presiding). Let the record show about five bids, 
what the bids were, the high and low from the various bidders, so 
that we can get a picture. ' 

a Nasu. The last five probably are the ones that you would like 
to have. 


56744 O—60——-2 
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The CuHatrman. We would like to see just what the range was and 
how many bid on each offer that was made. 

Mr. Nasu. I am glad you desire to examine that because it is very 
interesting. 

(The information follows :) 


THE UNDER SECRETARY OF COMMERCE FOR TRANSPORTATION, 
Washington, D.C., May 23, 1960. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


DeaR Mr. CHAIRMAN: At the hearings before the Subcommittee on Merchant 
Marine, Committee on Merchant Marine and Fisheries, on H.R. 10644, you re 
quested me to furnish additional information to be included in the record. 

The inquiries and answers thereto are as follows: 

(1) The number of American shipyards that bid in an average case showing 
the high and low bidders (unrevised transcript, p. 31). 

See enclosed sheet showing tabulation of bidders on recent vessel construction. 

(2) “Is reserve for replacement and depreciation carried in the operating 
subsidy?” (p. 61). 

Pursuant to section 603(b) of the Merchant Marine Act, 1936, operating- 
differential subsidy is paid only on the following expenses : 

Wages. 

Subsistence of officers and crew. 
Maintenance and repair. 

Hull and machinery insurance. 
Protection and indemnity insurance. 

Depreciation is not a subsidizable item uncer operating-differential subsidy. 

The purpose of the construction-differential subsidy is to allow an operator 
to construct a new vessel for the same costs as to build the vessel in a foreign 
shipyard, with the exception that 50 percent of the construction cost of the 
vessel is the limit of construction-differential subsidy allowable. 

Under the provisions of section 607 of the Merchant Marine Act, 1936, the 
operator is required to deposit an amount equal to the annual depreciation 
charges on the vessel in a capital reserve fund based on the actual cost of the 
vessel to the operator rather than on the construction cost. 

Sincerely yours, 


OU ye 99 NS 


BRADLEY ID. NASH, 
Deputy Under Secretary for Transportation. 


Tabulation of bidders on recent vessel construction, adjusted price bid for 
national defense ship 


FOUR-CARGO VESSELS MA DESIGN C4-S-1U FOR STATES STEAMSHIP CO. 


Bidders (bid opening, Nov. 30, 1959) : Bid amount 
Bethlehem Steel Co., San Francisco, Calif....__._..____-------- $12, 575, 000 
Bethlehem Steel Co., Quincy, Mass_____------------------ _. 12,311, 000 
ENE SOU ete dks ake ase waneennnece 12, 130, 285 
I ill cece 13, 850, 000 
Newport News Shipbuilding & Dry Dock Co____--- Eee : a 134, 836 
oe “ork Somspemuaing Org... oo a Sb ke 524, 576 
Puget Sound Bridge & Dry Dock Co_----------------------- 3 oe 275 
Son Seteveliding & Dry Dock Co... ...02.4446-6655-25.--...- 11, 836, 023 
Dt BOT COT ites nensceecenns ee a 


Total, 9 bidders 


THREE-CARGO PASSENGER CONTAINER VESSELS MA 
DESIGN C4—-S1-49A FOR GRACE LINES, INC. 


Bidders (bid opening, Oct. 29, 1959) : 


Bethlehem Steel Co., Sparrows Point, Md_-------------- __. 116, 207, 000 
i SN a on eee ce nage cena eoamenns< a 980, 000 
Newport News Shipbuilding & Dry Dock Co___-_--------~---- 7, 591, 000 
Newco totks Bhinnwiition Cbrpiic.. cl ok a 496, 453 
Puget Sound Bridge & Dry Dock Co______----_--------- __ 17, 346, T% 
Sun Shipbuilding & Dry Dock Co_______-_----_- ees _. 17, 258, 855 


Total, 6 bidders 
1 Award. 
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Tabulation of bidders on recent vessel construction, adjusted price bid for 
national defense ship—Continued 


TWO-CARGO VESSELS MA DESIGN C4—-S-1T FOR PACIFIC 
FAR EAST LINE, INC 


Bidders (bid opening, June 25, 1959) : Bid amount 
memiaheen Padiiic: Oost oi. one nns sits eneccwshubeonan- oe coipiteii 7 13, 414, 000 
maenenems Hparrewe Points. .- 66. 65cc swan naguseebeenei *13, 158, 000 
Dee. CORORNGA OCCD.. nn nasntncnpiient iienaeenseereeitel 13, 653, 797 
Moore DTY TOG COs rsiie es inc i edi oae cca dee en 13, 943, 000 
Newport News Shipbuilding & Dry Dock Co__---------------- 13, T77, 000 
Mow: York Shipbuilding, Corp...1 .<ncsiLensantjlu necks 15, 298, 362 
Puget Sound Bridge & Dry Dock Co.......--.....~.~~.s4i- .. 14, 009, 266 
me paeene ©. Dry Dock Ue. 1. nn cccancanppenee 13, 810, 429 
Tyee Smpvarae Cor..........sscsuadecgewsdaceake be See 14, 776, 723 


Total, 9 bidders 


THREE-CARGO VESSELS MA DESIGN C4—-S-1S FOR 
AMERICAN MAIL LINE, LTD. 


Bidders (bid opening, Apr. 15, 1959) : 


Dethicnem Steel Co., Guiticy, Matec... . se ee Sk SLL 11, 881, 000 
SEES, SOMCEINO GL ig tne we sieven ss cian anglagminimentpebatrene pe aernae 12, 231, 000 
Inpgalie. Bhipodiiding: Corp. 2.5 42~ ein cme nn eugis ow ie-ans 11, 906, 798 
Joint bid, Moore Dry Dock Co. & Puget Sound___---------__-- 13, 366, 762 
Newport News Shipbuilding & Dry Dock Co__---------------- * 11, 450, 000 
New York Shipbuilding Corp___------------ iat e oS 13, 200, 367 
Sun Shipbuilding & Dry Dock Co_---...-------_---- ~~~ 12, 626, 974 
Gued Bhinyards’ Corp... . - «oon és ccniceicccaitocngpie hw tedsced 7 11, 979, 947 


Total, 8 bidders 


THREE-CARGO VESSELS MA DESIGN C3-S-48A FOR 
MISSISSIPPI SHIPPING CO., INC. 


Bidders (bid opening, Mar. 17, 1959) : 


Alabama Shipbuilding & Dry Dock Co__---------------------- 12, 200, 000 
Rene BERG, WAY GPC do ibd nds od ddl et die *9, 591, 000 
Bethlehem Sparrows Point Shipyard__---.---.--------------- 10, 041, 666 
I UIE OOO ico ds en cei per tepaere tue ee mee gai 9, 850, 000 
everson ‘Bape ‘OOo oe eo i bse eae 11, 675, 000 
Maryland Shipbuilding & Dry Dock Co____--------------~----- 9, 999, 999 
Newport News Shipbuilding & Dry Dock Co__--~------------- 9, 750, 000 
ARE BR ae) , a Se 11, 254, 080 
nun Pamoullame & Dry Dock CG... ene nn a cee n dese eo ocue 10, 205, 750 
Pe «OCLC Ore ee ee en oe teen 11, 085, 400 
Total, 10 bidders 
' Award. 


* Award, 502d. 
’ Low bidder. 


The CHarrmMan. Mr. Ray? 

Mr. Ray. Mr. Chairman. 

What happened in that case where the margin was 52 percent? 

Mr. Nasu. That brings in the Pacific coast and, as you know I am 
sure, there is a 6-percent advantage on the Pacific coast. When that 
cost is then taken, you compare that to the foreign cost and the 52.1 
included the 6 percent law. The low bidder on that was Newport 
News, who bid 48.3 on an adjusted basis which was under the 50 per- 
cent, 

The actual bid at that time was 45.8 without the escalation. 

Mr. Ray. Was the contract made? 

Mr. Nasu. It was made in the Pacific coast and that was what 
broke the 50 percent. 

Mr. Ray. na the shipping company picked up the difference of 
2-point-some percent ? 
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Mr. Nasu. Yes. 

The CHarRMAN. You mean on account of the 60-percent differentia] 4 

Mr. Ray. The 6 percent brought the total up above 50 percent; up 
to 52 percent. 

There was one at 50.8, one at 52.1, one at 51.8, and one at 53.2. 

The CuatrmMan. That was because of the 6 percent that had to be 
given on the Pacific coast? 

Mr. Ray. The 6 percent brought it up to these figures ? 

Mr. Nasu. The actual bid, Mr. Chairman, was 45.8, adjusted to 49.3 
for the low bidder. By escalation, the figure is raised from 45.8 per- 
cent to 49.3. That again was adjusted to hit 52.1 because of the ad- 
vantage of the Pacific coast legislation. 

The Cuarrman. Where was the contract awarded ? 

Mr. Nasu. It was awarded to the Pacific coast at San Pedro, Todd 
Shipyard. 

ne CHAIRMAN. That meant that the operator had to pay 6 per- 
cent more for his ship on the Pacific coast than he did on the Atlantic 
coast ? 

Mr. Nasu. We figured about $275,000 each for three ships in cash 
and that is an estimate. The additional cost was $275,000 on an $11 
million ship. That was about 2 percent. 

Mr. Ray. That means that the shipowner thought it was good busi- 
ness to make that additional investment ? 

Mr. Nasu. Well, he must have. 

Mr. Downtne. Will the gentleman yield ? 

Mr. Ray. I yield. 

Mr. Downrne. I think you will find that the shipowner had no 
choice but to accept the high bid; is that correct ? 

Mr. Nasu. There was an opportunity for negotiation which is in 
the law within the 50 percent. 

Mr. Downine. But in that case the owner was forced to accept 
that bid or not build a ship? 

Mr. Nasu. Or not build a ship. 

I think Mr. Ray’s position was that the reason he built the ship 
was because he thought that it would be advantageous. 

Mr. Downtnc. Would he not have rather built it under the lower 
cost ? 

Mr. Nasu. I think so, like anything else you buy. 

Mr. Ray. I was trying to bring out that it was a matter of business 
judgment whether to go ahead with the ship construction in spite of 
this limitation and in spite of the Pacific coast margin. 

Mr. Asuiey. Both for the purchaser and the builder. 

Mr. Ray. Yes. Unless the business situation would justify that 
additional investment, it would not be made. 

Mr. Asutey. Exactly. 

Mr. Totierson. Would the gentleman yield there? 

Mr. Ray. Yes. 

Mr. Totierson. Did that particular line have a replacement con- 
tract with the Maritime Administration which compelled him to 
build? 

Mr. Nasu. Yes, he did, Mr. Tollefson. The lower bidder also had 
a contract. 


— er 
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Mr. Totterson. I have one further question prompted by Mr. Ray 
in connection with the one I asked you. Was there any time factor 
involved? Could he have delayed longer? 

Mr. Nasu. I do not know in this case. 

Mr. Totterson. Had he already delayed as long as he could? 

Mr. Horrmann. I am not clear on the question, Mr. Tollefson. 

Mr. TotiErson. I had asked if the ship companies were bound by 
their replacement program contract with the Maritime Administra- 
tion to build these three ships. He was obligated under the contract 
to build them and could he have delayed the building of them any 


_ or had he already delayed as long as he could ? 
r 


. HorFMANN. May I answer that?! 

The specific answer to your question was that the obgliation to re- 
place the ship at the time of contract had been exceeded at the time 
of the actual award. 

Mr. Martuiarp. Will the gentleman yield to me? 

Mr. Totuerson. I yield. 

Mr. Maruiarp. I think this is a pretty important point that we 
ought to get clear. I would like to address a question to Mr. Hoff- 
mann. 

Have we ever had a case where we know what the situation is? 
Suppose in this case American Mail had said, “No, I cannot afford to 
ree extra $250,000.” What does he do? 

Mr. HorrMann. I cannot answer for the Board in this particular 
case. I am very sorry. 

Mr. Mariuiarp. Has the Board ever had a case of this particular 
kind where a subsidized operator with a contractual responsibility for 
replacement came to the situation where he felt that the economics of 
it were such that he could not fulfill his obligation ¢ 

Mr. Horrmann. In recent years, no, but I could not answer beyond 
that. 

Mr. Maituiarp. So that this perhaps is an uncertain question to 
which no one knows the answer until the Board is faced with the 
situation ; is that correct ? 

Mr. HorrMann. I would say so; yes, sir. 

Mr. Maruuiarp. Because it so happens that the two cases that you 
list where the excess cost to the operator was the greatest are west 
coast situations which do involve the 6 percent, but there are two 
others where the 50 percent was exceeded that did not involve the 
6 percent. 

Mr. HorrmMann. That is correct. 

Mr. Maituiarp. They have all gritted their teeth and said, “OK; 
we will do it anyway.” 

Mr. HorrMann. That is the case; yes, sir. 

Mr. Maitiiarp. They are not very happy about it, though. 

_ Mr. Horrmann. I would assume not. hess heard them talk about 
it. 

Mr. Totterson. That is all, Mr. Chairman. 

The CuarrMan. That question as to whether he would have to go 
ahead with that contract which you asked, the witness could not 
answer. He said that would be a question for the Board. 

Mr. Mariiiarp. I believe the actual situation is that nobody has 
come to that point. There have been some operators who have felt 
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that maybe they ought to, but they have never actually come to the 
point of saying, “We cannot do it.” 

The Cuarrman. Of course, Mr. Morse has testified a little differ. 
ently from this testimony. 

Stand up, Mr. Stakem. What would be the situation if you came 
to that position ? 


STATEMENT OF THOMAS E. STAKEM, JR., MEMBER, FEDERAL 
MARITIME BOARD 


Mr. StakemM. When you came to the situation where the operator 
felt that it was economically unfeasible to go forward with the proj- 
ect, it would be up to the Board to take into consideration his position 
and make its own study through its staff and, if the Board felt that 
in view of all the expense involved, that it was still an economical] 
feasible project, since the operator is obligated to go forward wit 
his building program, the Board would make a finding of economic 
feasibility and the operator would be bound by it. 

If the operator would refuse to go forward, he suffers the possibility 
that the Board could cancel out his whole operating differential sub- 
sidy contract. 

We have never been faced with that situation at any time. Al- 
though the operators have not liked this additional expense beyond 
the 50 percent, they have gone forward and, as one member of the 
committee put it, they have gritted their teeth and have gone for- 
ward with it. 

The Cuatrman. Is it not reasonable for the committee to believe 
that the operator, under the explanation you have given, found himself 
in jeopardy and simply had to pay this price / 

Mr. Stakem. That is exactly right. 

The Cuatrman. So that, the 6-percent differential is an unfair ar- 
rangement to an operator that finds himself in this position. 

Mr. Srakem. It is an economic hardship, Mr. Chairman. 

I think that at this point in the record, it would be well to put into 
the record the record of each of the four cases that we have wtiees the 
50-percent ceiling has been breached and what it cost the operator in 
each of the four cases as one package. We do have those figures and 
I think it would be interesting to put them in the record at this point. 

The CHarrMaNn. In this instance, Mr. Morse has testified on this 6- 
percent differential and he says in his testimony before this committee 
that the facts do not substantiate more than 3 percent. 

Did the Board give any consideration to that in this case? The 
Board was simply bound. 

Mr. Staxem. The Board was bound by law by the 6 percent. 

The Cuatrman. Notwithstanding the fact that the Board knew that 
it should not be over 3 percent ? 

Mr. Straxem. I think, Mr. Chairman, the figure that Mr. Morse 
used was 4 percent. 

Mr. Downtne. That is correct, sir. 

Mr. Staxem. This is based upon a staff study that has come up to 
the Board. 

Mr. Matuurarp. Would the chairman yield ? 

The CHarrMan. You yielded to me. 
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Mr. Matiiarp. I never had the floor. I think Mr. Ray still has 
the floor. 

I think this should be clear that, although the 6 percent is involved, 
that the Brncipe is still one that exists even if there were no 6 percent 
factor involved. 

Mr. StakeM. That is right, Congressman Mailliard. 

The 6-percent differential does complicate it a little bit when you 
breach the 50 percent, but, as has been testified, there have been at least 
two cases where it would have been breached without the 6-percent 
differential. 

Mr. Martuiarp. As a matter of interest, do you recall whether in the 
American Mail and PFE cases, the 50 percent would have been 
breached without the 6-percent differential factor ? 

Mr. Staxem. I expected to put that in the record when I took the 
stand later but I can do it now. 

In the four cases that we are talking about, the first is Pacific Far 
East Lines, date of contract September 1959, with two vessels involved. 
If the contract had been awarded to the low bidder it would have cost 
the operator $140,000. By reason of the operation of the 6-percent 
differential in section 502(d), there was an additional cost of $160,000 
to that operator for a total of $300,000 per vessel or $600,000 on the 
project. 

Mr. Maiuuiarp. Let me see if I understand that clearly. 

Had there been no 6-percent differential involved, it still would 
have cost the operator $140,000 ? 

Mr. Staxem. $140,000 times 2. 

Mr. Maruurarp. That would be the excess over the 50 percent 
which the Government could not pay under the law / 

Mr. Straxem. That is correct. 

The second case is the American Mail case. The contract date is 
August of 1959. That was a 6-percent-differential case. If the con- 
tract had been awarded to the low bidder there would have been no 
additional cost to the operator. 

Mr. Mariuiarp. That was under the 50 percent ? 

Mr. Stakem. That is right, the low bid was under the 50 percent. 
Due to the section 502(d), the cost. to the operator was $290,000 a ship 
for 3 ships or a total of $870,000. 

In the case of Mississippi Shipping Co., which was an award 
date of May 1959, in this case the contract went to the low bidder. 
It was $90,000 per vessel additional cost to the operator or a total 
of $270,000. 

With respect to the Grace Line case which was awarded in February 
1960, 3 ships involved, the cost. to the operator was $37,000 a ship 
ora total of $111,000. 

Those are the four cases in which the 50-percent. ceiling has been 
breached. 

Mr. Maruurarp. Mr. Chairman, is Mr. Stakem going to testify later 
on { 

The Cuarrman. I am sure heis. 

Mr. Maix1arp. Then I have no further questions. 

The Cuairman. Will you yield to me, Mr. Ray? 

Mr. Ray. Yes. 
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The CuHarmman. In Mr. Morse’s testimony in volume 2 of the Sen- 
ate hearings on a bil] to amend title V of the Merchant Marine Act, 
Senate 2584, on page 54, I am quoting Mr. Morse: 

As a Board member, I am not in favor of forcing an operator to proceed with 
building where 50 percent is breached, despite contractual obligation, because 
it breaches the parity principle and because of increased difficulty we as a 
Board would have in finding economic feasibility under sections 601, 6064, and 
1104(c) of the statute, and article 1.9 of the subsidy contract. 

Mr. Ray. Would you place in the record the facts as to the degree 
of compulsion upon the shipping company to go ahead with the 
construction at the particular time and therefore the degree of com- 
pulsion quite apart from business judgment considerations which 
would lead him to assume these extra costs ? 

Mr. Staxem. Yes, Congressman Ray, we would be glad to prepare 
a statement for the record on that and put it in the record at this 
point. 

(The information follows:) 

FEDERAL MARITIME BOARD, 
Washington, D.C., May 17, 1960. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: At the hearing on H.R. 10644, Mr. Ray asked me the 
following question: “Would you place in the record the facts as to the degree 
of compulsion upon the shipping company to go ahead with the construction 
at the particular time and therefore the degree of compulsion quite apart from 
business judgment considerations which would lead him to assume these extra 
costs ?” 

The compulsion on the shipping company to go ahead with construction at 
the particular time is that the company had contracted to do so in its operating- 
differential subsidy contract. Failure to go ahead as provided in the operating- 
differential subsidy contract would be a breach of such contract and a ground 
upon which the Board could terminate the contract. 

We hope this information will be of assistance to you. 

Sincerely yours, 
TuHos. E. STAKEM, 
Vice Chairman, Federal Maritime Board. 

Mr. Sraxem. Mr. Chairman, you anticipated the testimony that I 

had planned to give. 
* _ : ‘ 

When Mr. Morse appeared on February 16 before the Senate Inter- 
state and Foreign Commerce Committee of the Senate, he laid down 
a series of eight points which I think you could call his principles, 
and these are principles which the Board subscribed to and, in view 
of the fact that this bill is of vital interest to the Federal Maritime 
Board in the administration of the 1936 act, I think it would be well 
that this record had Mr. Morse’s statement to the Senate committee 
in the record. 

It was my plan to read it into the record. 

The CuarrmMan. There is no doubt about it. This committee will 
have Mr. Morse down here. 

Mr. Stake. He is in Europe for a month, Mr. Chairman. That 
is why I am here as the Board’s representative. 

The CuHarrMan. I will hear from you and then we will hear the 
eight points that Mr. Morse made at that time. 

I quoted the sixth point. 
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Mr. Matvuiarp. I have one question that I would like to address 
to Mr. Nash, if I may. 

If this committee should decide not to go along with the Depart- 
ment’s position, does the Department have any opinion as to whether 
the ceiling should be lifted entirely or whether it should be merely 
raised a few feet? 

Mr. Nasu. Well, philosophically assuming the best of intent of 
everybody involved, there is no reason why there should be any per- 
centage limit and, if you have a very high limit, you again, as I 
pointed out in the highway program, have really sacrificed a lot in 
the way of management control which is 90-10 as opposed to 50-50. 
I would certainly give ground gradually if I had the responsibility 
of making the decision regarding the additional percentage and I 
would be sure that the additional percentage was fully fortified with 
statistics and every other kind of record. 

Mr. Maruurarp. If I may inquire as to why you say that, when 
the act places a very careful responsibility on the Federal Maritime 
Board to determine the facts, I fail to see the significance of the 
limitation. 

Mr. Nasu. Singlemindedness is a great virtue and I am not the last 
to respect it, but I do believe that there are many other considera- 
tions besides those people who are particularly interested in one mode 
of transportation. 

Mr. Maixuiarp. I do not follow you. Those are very interesting 
words but, as far as my brain was concerned, there was no meaning 
to them. 

Mr. Nasu. All right. I will simply say that I think that the Fed- 
eral Maritime Board certainly has great responsibility in this area 
and so does the Secretary of Commerce and so does your good friend, 
Under Secretary Allen, and I think one must choose between perhaps 
the breadth of responsibility in responding to a question of the kind 
you have posed. 

Mr. Matu1arp. I still cannot quite find the reasoning behind the 
Department’s position because it still seems to me that the whole 
concept of the 1936 act. is a parity concept and that the fact of a lim- 
itation is, in itself, a denial of parity. I just do not quite see what 
the advantage would be. The only thing that would result from 
raising the ceiling grudgingly, as I think you have sort of recom- 
mended, would be that this committee ms have this problem back 
in its lap every time there was a shift. 

Do you want to place the burden on us to decide whether this thing 

has gone too far? 
_ Mr. Nasu. No, certainly not. Our desire is to attempt to make 
it feasible and advantageous for shipbuilders to find improvement 
in their own methods of doing business before resorting to a subsidy 
which is more readily at hand as it would be if the 50 percent ratio 
were breached. 

Mr. Maituiarp. Sometimes I think when we place a close ceiling 
we have a tendency to make people want to get right up to that 
ceiling whereas, if you have no ceiling, I think maybe there is a 
psychological benefit that comes from it. Certainly, is it not true 
that we have a fair number of effective shipyards in this country, a 
dozen or so, that are competitive in this field ? 
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Mr. Nasu. It has taken us 25 years to get up to this figure. To 
_weee your comparison, I think we would have gone up much more 

idly. That is, its ceiling is a challenge to get close to it. 

r. Mariu1arp. I can hardly see how that can exist under present 
dteamdabin where you have 12 or more great shipyards—and these 
figures may not be correct—and the competition among them, it seems 
to me, is an absolute degree, unless, as Mr. Zelenko suggested, there 
is a violation of other statutes that prevent collusion; and I certainly 
do not believe there is any evidence. As a matter of fact, there isa 
great. deal of evidence to the contrary, that this is a highly competitive 
industry. 

Therefore, I do not quite see how the 50- -percent ceiling provides 
any incentive greater than the ordinary competitive incentive for a 
shipyard to become just as efficient and modern and upgraded as it 
possibly could be. 

Mr. Asuuey. Will the gentleman yield? 

Mr. Mariirarp. Certainly. 

Mr. Asutey. What about the negotiation of the labor contracts, 
which is pretty much industry wide, is it not / 

Mr. Maturarp. I do not think it is industrywide on a national 
basis at all. 

I am not an expert in this field but I would say no, it is industry- 
wide. 

Mr. Asuuey. Certainly we have had a lot of evidence here from the 
Pacific coast people that the effort is to deal through the association. 

Mr. Maruurarp. Excuse me. On the Pacific coast, it is coastwide, 
generally speaking. There may be some slight exception in San 
Diego. I am not positive. 

I think on the east coast and gulf coast, however, it is not 
industry wide. 

But there is competition on each coast and among the companies, 
so that I do not see how the 50-percent limitation would provide any 
greater impulsion for management to try to get the best labor con- 
tract they could. 

I do not think the 50-percent limitation would be anywhere near 
the incentive that the competition from other shipyards would be. 
That is my feeling about it. 

In the second place, I think the facts would bear out that. we now 
have four instances which exceeded the 50 percent. It does not make 
any difference to the shipyard. They did not pay it. The owners 
of the ships paid it. The shipyard got the contract in spite of it. 
It is the operator that pays the penalty. 

I do not think there 1s any point in belaboring this but. I cannot 
quite accept this theory that the 50-percent limitation is any effective 
incentive for the shipyards to improve their efficiency. I think there 
are other and more important factors that would lead to that 
conclusion. 

Mr. Totierson. Would the gentleman yield / 

Mr. Maiuuiarp. Yes, I yield. 

Mr. Totterson. Mr. Nash, as I recall your statement, you said 
that there is a sort of a depression in the shipbuilding industry. 

Mr. Nasu. It is depressed worldwide. 

Mr. Totuerson. In other words, using Mr. Mailliard’s term, the 
yards are hungry for work, are they " 
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Mr. Nasu. Indeed they are. 

Mr. Totierson. Is that not the period when their bids are apt to 
be at the lowest ? 

Mr. Nasu. That is the point I tried to make earlier in my comments 
because of the danger of estimating a gap at a depressed time. 

Mr. Totterson. Relating that to your statement that the curve has 
flattened, would that gainsay your position that the curve has flattened 
when in one breath you say that the shipyards are hungry and this is 
when their bids are lowest and if there is more work the bids are going 
to be higher and, as far as American yards are concerned, their costs 

up at the rate of about $2 for $1 in the foreign yards. 

Mr. Nasu. That isa ratio that was used in the Senate testimony and 
I think it is probably mathematically correct. I would hesitate that 
it is other than a rule of thumb. 

Mr. Totierson. Presently, the difference is about 50 percent, ac- 
cording to your testimony so that, if the costs go up in the American 
yards they can go up at the rate of 2 to 1? 

Mr. Nasu. Yes, but if the foreign yards for the reasons I have men- 
tioned before, increased wages over the future, might go up and ours 
by improved methods might do down, I should think there might be 
a chance of a two-pronged approach to reduction of the margin. 

Mr. Toutterson. That is all, Mr. Chairman. 

The Cuarrman. Mr. Downing? 

Mr. Downina. Mr. Nash, let me see if I understand this. 

You say that the 50 percent limitation has been pierced four times. 

Mr. Nasu. There was a little exaggeration in that. Perhaps it was 
a misunderstanding in the discussion here. 

It has only been breached twice if low bids are taken. As soon as 
you introduce the 6 percent West Coast advantage then you bring 
two more in. Only twice has it been breached and then, in both cases, 
I think by less than 1 percent. 

Mr. Down1na. The other two were because of the 6 percent in favor 
of the West Coast ? 

Mr. Nasu. Yes, it brought it up to a rather high figure, 52 or so. 

Mr. Downina. All of these breakthroughs have occurred in the last 
year, have they not? 

Mr. Nasu. I think since March. 

Yes, March was one example, and the other example I think was in 
June. Those were the two which did not give benefit to the West 
Coast percentage. 

Mr. Downtne. Has not your increase been historically forever in- 
creasing, from 33 percent right on up now to 50 percent? 

Mr. Nasu. The American andard of living has so increased over 
that period and in the same way the productivity and hourly basis, 
yes. 
Mr. Downtne. You say it is your opinion that it is a flattening out? 

Mr. Nasu. I think we may be at the bottom on costs. 

Mr. Downtne. When the limitation was 50 percent, as it is now, and 
when the differential was only about 40 percent, did you find that 
limitation then had any effect on the shighuikie to seek new tech- 
nological means of constructing ships? 

Mr. Nasu. That is an awfully long time ago and I am not familiar 
or the past 25 years of just at what stage there has been a different 
effect. 
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As you say, the 50-percent maximum has been in effect for 25 years 
and in the last year this has been the first time it has been breached, 

Mr. Downing. Thank you very much. 

The Cuarrman. Mr. Casey. 

Mr. Casey. Mr. Nash, I need a little education on this subject. Is 
it an outright grant? 

Mr. Nasu. I am not an expert, Mr. Casey. 

Mr. Horrman. It is the difference between the foreign cost and the 
U.S. cost and it is paid out on a progress payment basis. 

Mr. Nasu. It is cash in the construction fund undoubtedly which is 
paid out against builders’ drafts. j 

Mr. Casey. What I mean is, after the ship is in operation, does the 
ship operator repay this subsidy ? 

Mr. Horrman. No, he does not. 

Mr. Nasu. Not on the construction subsidy. 

Mr. Casry. I am talking about this construction subsidy. They do 
not repay any part of it? 

Mr. Horrman. He does not pay it back. No, sir. 

Mr. Casey. We have also a question here as to how much it is worth 
to the American taxpayer to keep our merchant marine in operation 
and, when we are talking about this 50 percent, we have a third party 
here besides the ship operators and the shipyard, is that right ? 

Mr. Nasu. That is right. 

Mr. Casey. We have you and me and taxpayers and what we think 
the merchant marine and keeping our shipyards busy is worth to us, 

Mr. Nasu. We also have the Department of Defense as a fourth 
party here. 

Mr. Casry. The purpose of this subsidy, as I understand it, is to 
keep our shipyards in operating order primarily for a defense pur- 
pose so that we will have the skilled workmen, we will have the yards 
available in the case of a national emergency and we will not have to 
spend years building this up again. 

Mr. Nasu. That is right, plus a firm support for a foreign trade 
merchant marine. 

Mr. Casey. So that, when they talk about taking the ceiling clear 
off, we have to bear in mind then that part of this limitation is in 
deference to the people that are paying the bill. 

Mr. Nasn. It is. 

Mr. Casey. I have not seen the bill. Does the bill take this ceiling 
off entirely, Mr. Chairman ? 

The CHatrman. We have the bills here. I had the effects of the 
bill read into the record when the hearing first started. 

Mr. Casey. My apologies. 

The CHarrman. Just a minute. I am going to answer your ques- 
tion. This bill would either raise the limitation or take the limita- 
tion off. 

Mr. Casey. If it took it off, how would the amount of the subsidy 
be determined ? 

The Cratrman. It would be determined by the differential between 
the construction of the same ship abroad and the ship built in an 
American yard. 

Mr. Nasu. It is determined by the Maritime Board with the cheap- 
est, least costly foreign builder. 

The Cuarrman. The Board determines what the subsidy should be. 
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Mr. Totterson. Would the gentleman yield on that point? 

Mr. Casey. Yes. 

Mr. Totterson. As I understand it, this bill does not repeal the 
sections of the 1936 act which set out the procedure for the Board 
determining what the differential is. 

Mr. Nasu. That is correct. 

Mr. Totterson. Thank you. 

Mr. Nasu. That means that there still will be that escape clause in 
there on economic feasibility that Mr. Ray was so interested in 
earlier; that is, that no one can be compelled to construct something 
which the Board does not think is economically feasible no matter 
what their contract says. 

Of course, the Board could have a different point of view from the 
operator. 

Mr. Casey. As I gather, your theory on taking the limitation off, 
any difference whatever it might be, whether 50, 60, or 70, you are 
afraid that they would lose their incentive to cut down their costs or 
to develop new techniques on shipbuilding because the operator would 
not have to worry about it. 

Mr. Nasu. The whole industry, I would presume, would attempt to 
become as economically operated as possible. 

Mr. Casey. The only incentive for keeping the cost down is the 
competition among themselves in this country. 

r. Nasu. As Mr. Zelenko, and I think Mr. Mailliard, pointed out, 
that is very real. 

Mr. Casey. The competition between the yards in this country 
would be the only incentive ? 

Mr. Nasu. I think Mr. Mailliard’s point is very good. That is, 
that there is an incentive to push toward the higher limit even if it 
is a hundred percent of subsidy aside from competition among the 
industry. 

Mr. Pads I think we have a real third party interest in this in 
the people who are going to foot the bill. We have a problem to 
determine to just what extent we want to go to maintain our yards 
for national defense purposes and to keep a vital industry going. 

Mr. Nasu. I think you gentlemen are custodians of one of the most 
important pieces of legislation that exists, one to which a great deal 
of thought is given by everyone in any field of transportation. 

The position of the Department of Defense is very important. 
Yet our whole reason, as you pointed out, for having a subsidy sys- 
tem is to be sure that particularly for defense and also for trade our 
merchant marine is adequate. 

Now the Army is talking about sending their people by air instead 
of by ship. That must have some effect on the requirements for 
shipping. That is what I mean by discussing all modes when you 
are In a situation like this. We know that you can buy 707’s for $4 
million or $5 million each. For the same price as two superliners 
you can get something like 40 or 50 707’s. The military reaction to 
that is their business, not the business of somebody in the Depart- 
ment of Commerce. The same way in Canada they are building 
CL-44’s at. about $4 or $5 million each which carry an incredible 
amount of cargo by jet. 

This is not something in my humble opinion where you just look 
at it from the viewpoint of an act written in 1936. It is a good act 
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but it is growing by the action of your committee to bring up to date 
its original intent. 

Mr. ZEtENKO. Would the gentleman yield ¢ 

Mr. Casey. Yes. 

Mr. ZecenKo. Your last remark leads me to believe that there 
should be a coordinated transportation policy. 

Mr. Nasu. That is what the President asked the Secretary of Com- 
merce a year ago to produce and we are trying hard to do it. 

Mr. ZetenKo. During the course of your discussion, you brought 
out the point that the 50 percent limit will induce American builders 
to come up with technological advances. Now technological advances 
may improve the product but may increase the cost as witness the 
atomic ship. I do not get the reasoning. 

Mr. Nasu. Well, there is a great deal of difference possibly between 
research and development, which has to be done since you have to 
step ahead on basic research, and that is what the Savannah. is; but 
there are also other business methods. 

I come from New England. I learned what happened to the tex- 
tile industry up there starting with the year I got out of college in 
the early twenties. We could not keep up with the improved system 
in the South where they put in fine modern equipment, and we were 
left with the old machinery. 

In turn, Great Britain was left with machinery even older than 
that in New England. 

That is why New England did so well for a long time because they 
needed a number fewer people to tend the looms than England did, 

Then the South came along and did the same thing to New England. 

I think that is the situation in the shipbuilding industry and I am 
only suggesting that, by making subsidy a little less easy to get, we 
may be able to get in modernization which was forced on the Euro- 
peans by American bombers. 

Mr. Pin aotan I make the point that I made before, that we can- 
not legislate for foreign industry; but I do not get the logic of the 
point that limiting the 50 percent will encourage technological ad- 
vances. 

Technically, the ship may be better but it may cost more. Merely 
because you get a technological advance or a better product does not 
mean that your cost is less. We may need the better product. I 
do not get that phase of it. 

Mr. Nasu. I want to separate the vessel Savannah, which is re- 
search and development, out of modern business equipment. 

Mr. Zetenxo. There may be a new method of constructing a vessel 
or new equipment to go into it which may be very, very expensive 
that would enable us to compete with a like vessel made in a foreign 
yard, but the cost would be greater. 

Now, the cost to us would be greater than it would in a foreign 
yard. So, using one of your bases to increase the competition to 
keep it below the 50-percent level so that it would encourage more 
technological advances, that logic does not follow that that would 
decrease the cost and thereby lessen the gap. 

Mr. Nasu. We have a very good example at San Pedro right now 
which we hope will work out. 

Todd at San Pedro has taken some very advanced steps there. If 
you wish to ask Mr. Hoffmann, he has some very thorough informa- 
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tion as to what is being done at San Pedro to cut the cost of building 
ships. 

Mr. Zetenxko. That might be true. I do not say it would not be. 
I do not say American shipbuilders would not go ahead anyway. 

I just do not say that it necessarily follows that, if you have an 
arbitrary line, logically that will induce people to find new machinery 
or better methods to meet the requirements of that line. Better 
methods and new machinery might cost more and they would have 
to operate as you did in New England in the old days without the old 
machinery because you did not have the money. 

Mr. Nasu. As soon as the man who put the roof on my barn knew 
there was a top on what I would pay, he got below it. 

Mr. ZeLtenko. In that case, the competition itself kept it down. 

Mr. Casey. Mr. Nash, the operation subsidy, I understand, is re- 
paid out of the net profits of the operator. In company his net 
profits, does he take into consideration depreciation and replacement 
under his replacement contract ? 

Mr. Nasu. That is just about as technical as anything could be. 
Iam not capable of answering it. 

Mr. Hoffmann says he takes both depreciation and replacement into 
consideration. 

Mr. Casey. Ir other words, then, when the operator in one instance 
had to pay 52 percent or picked up this other 2 percent of the cost of 
the ship, . is going to get that. back in his operating subsidy, is he 
not, over the period of years when it comes to replacement time ? 

Mr. Nasu. Could we really look at that question and supply an 
answer ¢ 

Mr. Maituiarp. Will the gentleman yield ? 

Can I answer the question? For your information, he may get it 
back if his operation is sufficiently successful. 

Mr. Casey. In his net profits he may get it back. 

Mr. Marurarp. And it may affect the amount of recapture on 
subsidy. 

Mr. Casey. In figuring this differential between what it costs him 
to operate and a foreign ship to operate, he figures his depreciation, 
his labor and replacement cost and we pick up the difference. So he 
is going to get it back one way or another. 

fr. Nasu. He does not get the subsidy back, Mr. Casey. He amor- 
tizes his own investment. 

Mr. Casey. That is part of his operating cost, depreciation and 
investment. 

Mr. Nasu. He applies it to his contribution to the cost of building. 

Mr. Casry. Where he picked up this difference and the 50 percent 
that he was allowed, he does not figure that in but he figures the 50 
percent that he had to pay and he is going to get that back in the op- 
erating subsidy so it does not seem to me that it makes much differ- 
ence what this thing is if he is going to get it back. 

Mr, Maitii1arp. That is not quite true. 

Mr. Casey. Tell me why. 

Mr. Maiuiarp. He will depreciate his capital cost. If he has a 
profitable venture, he will get it back but, if he pays too much and it 
ls unprofitable, nobody guarantees him profit. The operating subsidy 
does not guarantee him profit. 

Mr. Casry. Does it not guarantee him no loss? 
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Mr. Matuitarp. It certainly does not. 

Mr. Totierson. Would the gentleman yield ? 

Mr. Casey. Surely. 

I want to be educated. 

Mr. Totierson. I am not the man to do it. 

Mr. Casey. I think it would take too long. 

Mr. Totierson. The law relative to operating differential subsidy 
spells out only those areas where operating subsidy may be paid like 
for wages and insurance and maintenance, but not capital costs. He 
cannot recover that by way of operating subsidy. 

Mr. Casey. You mean he does not figure in the computing of the 
operating subsidy depreciation or reserve for replacement ? 

Mr. Totterson. No. The act specifically spells out the specific 
items that may be subsidized by operating subsidy. 

Mr. Maru14rp. The only time that comes in 1s on the recapture 
computation. Is that right, Mr. Hoffmann ? 

Mr. Horrmann. I think so. I cannot answer that. 

Mr. Maruu1arp. I think that is true that we subsidize only those costs 
which are spelled out where his costs are going to be higher than those 
of his foreign competitors. 

Theoretically, we have already subsidized his capital expenditure 
with the construction subsidy. 

The only way we can figure is that, if he makes enough money that 
he would be in a 100-percent recapture position and the Government 
would get its subsidy back: the Government would get that much less 
because this would be an item of cost. 

Mr. Casey. I would like to know whether reserve for replacement 
and depreciation is carried in the operating subsidy. 

Mr. Nasu. We will put it in the record. 

(The information will be found on p. 14.) 

Mr. Totierson. Will the gentleman yield so that I can read part of 
section 603 of the 1936 act? It says: 


Such contract— 
speaking of the operating differential contract— 


shall provide that the amount of the operating-differential subsidy shall not ex- 
ceed the excess of the fair and reasonable cost of insurance, maintenance, re 
pairs not compensated by insurance, wages, and subsistence of officers and 
crews * * *, 

Those are the specific items so that actually our operating-differen- 
tial subsidy does not exactly put our operators on a par with the for- 
eign operators because there are still some additional items that are not 
subsidized by way of operating subsidy. It is only these specific 
items. 

Mr. Casry. Then he is not fully subsidized on his operation. 

Mr. Totierson. No, he is not. 

Mr. ZELENKO. Will the gentleman yield ? 

Let me ask you a genera] question. How does the shipbuilding in- 
dustry feel? Dothey have the same position you do? 

The CHarrMan. We are going to have them as witnesses. 

Mr. ZELENKO. I want to ask the Secretary a general question because 
I want to lead to another question. 

Do they agree with you or not ? 

Mr. Nasu. Well, I have said a good many things. 
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Mr. ZELENKO. I mean on the bill on the 50 percent. Do they agree 
with you on that ? 

Mr. Nasu. I wish you would ask them. I would be happier. 

Mr. ZeLENKO. I ask you most sincerely and earnestly because I want 
to lead up to another question. I want to see whether the Govern- 
ment’s position here is tenable. We are in an industry—and let us not 
bandy words about it—generally speaking, where no matter what we 
do we are going to have to run these ships at a loss unless we have 
(jovernment help and we want to get an American merchant marine 
and we want to get ships built ina U.S. yard. Weare not going to be 
able to compete with the foreign countries. Ifthe industry took a dif- 
ferent position than yours and you prevail, they would not then build 
ships. It would not be profitable or at least sustaining. Then we de- 
feat our own overall purpose to keep good, new, fast American ships 
ontheseas. Does not that add up to you? 

Mr. Nasu. Yes, Mr. Zelenko, but do you not want to ask the indus- 
try whether they would not build ships if they do not get this 50- 
percent breached ? 

Mr. ZELENKO. On the overall picture, because it is 50 percent one 
year and maybe 49 in another, the Government has to help out and, 
I think we will, under the chairman’s bill, keep enough of a hold on 
this thing so that nobody is going to run wild. If they feel they can- 
not live with this generally, they will not build because of foreign 
competition either in operation or in building or in maintenance and, 
as a general policy, I think that your stand, if they do not feel the 
way you do, would discourage shipbuilding and ship operating. 

That is not what we want even if the Government has to help out. 
It is a peculiar type of industry which needs Government help, I 
think, more than any other. I am talking on an overall picture, not 
on peanuts. 

Mr. Nasu. They are having a terrible time in the coal industry 
down in West Virginia. 

Mr. ZeELENKO. Of course, we have it in many industries, but we are 
dealing with this one. On an overall picture, national defense, na- 
tional economics, national industry, we have to help this business and, 
if we have sufficient hold under the industry’s bill and the industry 
feels it would live better on an honest basis without this restriction, 
do you not think the Department ought to go along with it because 
otherwise you would discourage these people with the know-how from 
ne and operating ships and we will end up only with foreign-flag 
vessels ? 

Mr. Nasu. The Department will never take a position which it 
believes discourages the construction of an adequate number of vessels. 

Mr. Zecenxo. It does not have to take a general position. If it 
takes enough specific positions, it is just as effective. 

Mr. Nasu. This is a specific position. 

Mr. ZeLtenxo. I think this is one, with all due respect to you. 

Mr. Nasu. That is your privilege. 

The Cuairman. Have you finished, Mr. Casey ? 

Mr. Casey. Yes. 

The Cuarrman. I think Mr. Tollefson should go further in the 
Operating subsidy with you and point out that there is a recapture 
Clause. He does not get all the profit. After he makes a certain 
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amount in his operation then, for this operating subsidy, there igs 
recapture clause that comes in. 

Mr. Casey. Where he has to start paying back the operating subsidy, 

The CuarrMan. He pays back over 10 percent. 

Mr. ToxxieFson. If the operator makes a return.of 10 percent on 
his capital, necessarily employed, then the excess is divided 50-50 
between him and the Government. 

Mr. Casey. In figuring that recapture, do they take in replacement 
and depreciation ? 

Mr. Toutierson. Yes, that is his capital necessarily invested and to 
that extent it will affect recapture, yes. 

Mr. Maruuiarp. If he makes a profit. 

Mr. Casey. Surely. 

The CuarrMan. If he makes over 10 percent profit. 

Mr. Casey. After figuring in his capital investment, depreciation, 
and reserve for replacement, if it is over 10 percent then he has to 
pay back 50 percent of the amount over that in repayment of the 
operating subsidy, is that right? 

Mr. TotieFson. Yes. 

Mr. Casry. So if he has a good operation 

Mr. Matruiiarp. If he has a good, successful operation, he can re- 
cover his money. 

Mr. Casry. He will recover some of it but by the same token we are 
still making up part of the amount he paid for building the ship. 

Mr. Maru1arp. There is no question about that. 

The CHarrMan. Have you finished ? 

Mr. Casey. Yes. 

The Cuarrman. Are there any further questions? 

Mr. Secretary, the counsel has questions. 

Before you go to the counsel, I might state with respect to the 
transportation of troops and dependents of troops by air and the 
amount of 90-some-million dollars that has been put in the appropria- 
tion bill specifically for air transportation by commercial lines that 
the Chair has called the chairman of the Appropriations Committee 
because it is a matter that is of great interest to this committee. If 
the armed services are going to go completely into air transportation, 
then the armed services cannot expect private industry to go 50-50 
with the Government in providing this means of transportation in 
case of emergency. The Chair expects to invite certain members of 
this committee to go before the Appropriations Committee on this 
matter. 

We will wake up some day and find out that in fair weather, of 
course, we can all fly but those of us with a degree of intelligence know 
that there are days when we have to use the railroad and the ship. 
So we do not want to wake up and find ourselves in this country, 
with respect to the national defense, solely dependent on a fair weather 
means of transportation. 

Mr. Nasu. I could not be in any more agreement with you on the 
importance of measuring and balancing all the modes. There are 
four or five of them and it is a real issue. 

The CHarrman. I want the record to show that this committee is 
not asleep on that matter. 

Mr. Nasu. I am sure not. I look forward to reading the testi- 
mony on that subject, Mr. Bonner. 








CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 31 


The CuatrMan. This committee has encouraged the building of 
passenger vessels for availability to the national defense. If it is 
gong to be shown that you can move people in fair weather or clear 
weather or stormy weather more economically by another means of 
transportation, then we are becoming obsolete; but, according to the 
tragedies that have happened recently, that is not the case. 

Mr. Secretary, Counsel has some questions. 

Mr. Nasu. I think it is a wonderful thing that you are making that 
investigation. 

The CHatrRMAN. We would like to invite your cooperation and that 
of the Secretary of Commerce and Mr. Allen and the Maritime Board. 

Mr. Nasu. I am sure both Mr. Allen and I would be delighted to 
do anything we can in any way. 

The Cuarrmay. I think it 1s unfair that specific amounts for trans- 
portation be earmarked. They do not earmark anything for trans- 
portation by ship. It shows that maybe the shipping people or we or 
sombody are asleep at the switch. 

Mr. Nasu. It could not be any more important. 

The CuHairMAn. Counsel. 

Mr. Drewry. Mr. Secretary, in your statement it seemed to me 
that you use the terms “prices” and “cost” almost interchangeably and 
I wonder whether, in addition to comparisons of prices here and 
abroad, you have also made any studies of costs to the shipbuilder 
here and abroad. 

Mr. Nasu. I amsure we havethose. Yes, indeed. 

Mr. Drewry. Do you have such studies that you could put into the 
record that would show costs as contrasted with the prices? 

Mr. Nasu. Those are the same studies that are used for the basis 
of establishing the degree of construction subsidy. 

Mr. Drewry. Is it true that within the past year construction costs 
to foreign shipbuilders have been going downward ? 

Mr. Horrmann. Essentially, Mr. Counsel, no, they have not. The 
prices have gone down. 

Mr. Drewry. Cost is what I want to know. 

Mr. Horrmann. This is the point that you are making. Labor goes 
up slowly the same as it does in this country. It has gone up. 

Mr. Drewry. Do you have any studies or comparisons on produc- 
tivity in leading shipbuilding centers abroad as contrasted with ship- 
yards here? 

Mr. HorrMann. At the present time we are assuming the produc- 
tivity abroad the same as it is here. That is on the basis of the foreign 
data we have been getting and also on the basis of personal observa- 
tions of our staff on this subject, 

Mr. Drewry. I note that Mr. Allen, in his testimony before the 
Senate committee, stated that they were making greater progress 
abroad. 

Mr. Nasu. That was something referred to, Mr. Drewry, a little 
earlier. That is the development of the last 10 years and it was a 
result partially of the destruction of some yards such as Brest and 
Saint-Nazaire and also up on the Seine there where they put a ver 
modern yard. That was again the result of destruction and rebuild- 
ng with modern facilities as I pointed out earlier. 

t also, of course, has resulted from a desire to improve and to im- 
prove the mechanisms of manufacture. 
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Mr. Drewry. Despite those things the productivity remains about 
the same. 

Mr. Nasu. I think the fact that it is equal to the United States is g 
result of those activities. It certainly was not pre-World War II with 
some exceptions. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cuairman. In arriving at the foreign cost and estimating that 
foreign cost, are there Amercian standards of quality, workmanship, 
and material which are taken into account ? 

Mr. Horrmann. Yes,sir. In the specific case that we are interested 
in getting a price of building a comparable ship abroad we have been 
either getting the data from certain people abroad or from the ship- 
yards a toad. 

We give them copies of the specification and check all the breakdown 
of their data. If they specify copper nickel, for example, in the 
pricing system, the pre is copper nickel in the foreign cost also. 

The Cuarrman. There are more requirements and standards of re- 

uirements for construction and materials in American yards than 
there are in foreign yards; is that correct ? 

Mr. Horrmann. Yes. 

The Cuarrman. In building their ships? 

Mr. Horrmann. Higher standards built in their ships, Mr. Chair- 
man. 

The Cuarrman. I say there are more requirements and a higher 
standard in the construction of our ships in American yards than there 
are in their ships in certain foreign yards? 

Mr. HorrMann. It is generally true; yes, sir. It is in areas of the 
regulatory bodies as exemplified by safety and also as a general mat- 
ter that our ships have more modern equipment and the observation 
I would have is that the propulsion equipment machinery is somewhat 
better here than the average abroad. 

The Cuarrman. That is taken into consideration when you set up 
this foreign cost ? 

Mr. HorrMann. Yes, sir. 

The CuHatrman. Thank you very much, Mr. Secretary. 

Mr. Stakem, in all probability it might be well for the record that 
we have this eight-point report inserted after this testimony so that 
the continuity of the record would be easier to follow since we brought 
this matter out in the testimony of the Secretary. 

Mr. Sraxem. Yes, Mr. Chairman. 

As I mentioned earlier, the Chairman of our Board made his 
appearance on February 16, 1960, before the Committee on Inter- 
state and Foreign Commerce of the Senate on S. 2584 which is a 
companion bill to the one under consideration by this committee at 
this time. 

Mr. Morse did not have a prepared statement but he read into the 
record a series of eight points which I think summarizes the Board’s 
thinking in this area. 

I would like to read them for the benefit of the committee. 

' First, the 1936 act contemplates parity. If the operator pays more than the 
foreign cost—that is, if construction subsidy rate exceeds 50 percent—then 
parity is not achieved. 


Secondly, the construction subsidy is a subsidy to the shipbuilders and not 
to the shipowners. 
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Thirdly, if for national defense reasons we need a shipbuilding capability— 
and that in my opinion is the basis for construction subsidy and the requirement 
that subsidized vessels be built in U.S. yards—then the Government, rather than 
the shipowner, should pay the cost insofar as it exceeds the foreign cost. 

Fourth, if the construction subsidy cost becomes too burdensome, then the 
Congress should review whether the construction subsidy program is required 
at all, irrespective of whether it is above or below 50 percent. 

Fifth, in my opinion the existence of the 50-percent ceiling in construction 
subsidy fails to serve as a governor on American bidding because (a), some 
recent bids have exceeded 50 percent despite section 502 being the 50-percent 
ceiling; (0), American bidders will have to know in advance of the placement 
of his bid what the Federal Maritime Board will determine to be the estimated 
foreign cost in order for him to be sure that he does not double the foreign 
cost, and they do not know in advance what our estimate of foreign cost will 
be, (c) the American bidders are having to compete against all other Americans 
on a purely competitive basis. 

Sixth, as a Board member, I am not in favor of forcing an operator to proceed 
with building where 50 percent is breached, despite contractual obligations, be- 
cause it breaches the parity principle and because of increased difficulty we 
as a Board would have in finding economic feasibility under sections 601, 604, 
and 1104(c) of the statute, and article 1.9 of the subsidy contract. 

The result may mean less or no shipbuilding if the 50 percent is breached. 

Seventh, in my personal opinion the American yards cannot reduce their 
selling price to a degree which exceeds the ability of foreigners to reduce their 
selling prices. This would mean a reduction of $2 on the American bid for 
each $1 reduction on the foreign bid. 

While some reduction in building costs might be made by curtailing mounting 
costs in yards, and increasing productivity, such reduction is speculative as to 
amount. In all events, a major modernization program by a yard must be 
accompanied by an award of a large number of ships to that yard to justify 
the capital expenditures for modernization. 

Finally, section 101 contemplates both a healthy ship operating and ship- 
building industry. In my opinion this contemplates efficient shipyards and rea- 
sonable profits to the builders. 


This, Mr. Chairman, represents the views of the Federal Maritime 
Board and we are very happy to put them in this record at this time. 

The Cuarrman. Are there any questions? 

Mr. Asutey. I have just one or two questions, if you are in a posi- 
tion to answer for Mr. Morse. 

With respect to your first point, you say that the 1936 act contem- 
plates parity. Well, it also contemplates a 50-percent ceiling; does 
itnot? It spells it out? 

Mr. Staxem. The 1936 act, if you take it in its full context, would 
stand for parity but there is this ceiling on construction subsidy that 
has not been a problem up to this time so that to the extent that ceil- 
ing is there, it is a brake on parity. 

Mr. Asuxey. It seems to me that it is a question of what you want 
to emphasize but the act certainly spells out both in pretty certain 
terms. 

Mr. Staxem. That is right. 

Mr. Asuiey. I am wondering about the fifth point in which it is 
said that— 


The 50-percent ceiling * * * fails to serve as a governor * * * because (a) 
some recent bids have exceeded 50 percent despite section 502 being the 50- 
percent ceiling. 

Tam not sure that this follows. 

With or without the ceiling, the same result might have obtained ; 
might it not? The very fact that the ceiling is breached does not 
mean that it is ineffective. If there had been no ceiling, maybe it 
would have been breached more. 
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Mr. Straxem. I do not quite follow your question, Congressman 
Ashley. 

Mr. Asuiry. You are saying that the 50-percent ceiling fails to 
serve as a governor. 

Mr. Stake. Yes, sir. 

Mr. Asuiry. You say, “witness the fact that the 50-percent ceiling 
is breached.” That does not indicate to me that it does not serve as 
a governor. It might have been breached to a greater extent than it 
was in these examples that have been mentioned. 

Mr. Staxem. I think the answer to your question is this, Congress- 
man. This 50-percent ceiling has been in the act since 1936 and there 
have been a great number of determinations of the foreign costs of 
building ships and it is only in the last year and in these four in- 
stances that we have mentioned that the 50 percent has been breached, 

Mr. AsHtry. You say in (0) that it fails to serve as a governor 

because— 
American bidders will have to know in advance of the placement of his bid what 
the Federal Maritime Board will determine to be the estimated foreign cost in 
order for him to be sure that he does not double the foreign cost, and they do not 
know in advance what our estimates of foreign costs will be. 

Asa a matter, do they not have a pretty good idea? 

Mr. Staxem. If they have a facility for gathering foreign costs 
within their own organization, and through the publications that are 
made, they could come to an estimate, but whether their estimate of 
the foreign cost would be the estimate that the Federal Maritime 
Board would eventually arrive at is open to question. 

Mr. Asutey. On the basis of previous bids and information they 
probably would have a pretty good idea of what the current foreign 
costs are; would they not? It would just be a question as to the re- 
finement of the latest information ? 

Mr. Srakem. Yes, I agree with that, if the shipbuilder is worth his 
salt, he can come up with an estimate of what the foreign cost would 
be. 

Mr. Asuiry. How often are the foreign estimates refined and re- 
vised ? 

Mr. Stakem. The foreign cost estimates are made on each particular 
project. 

Mr. Asuiey. Do you mean to say that new information is peer 
from our posts abroad and put together for each determination ! 

Mr. StraKem. Yes, sir; that is correct. 

We do endeavor to obtain and maintain a great volume of informa- 
tion with respect to the foreign costs. We do that in many ways. We 
have representation abroad in London, in Holland, in Germany, in 
the Far East, and these people continue to send in data to the Board 
and the Board staff which we keep and accumulate. Our staff also 
follows any buildings by American-tanker operators or ore-carrier 
operators and wherever a ship is built abroad by an American citizen 
we contact that American citizen and get from him as much data as 
he has on the cost of those ships built abroad. 

Mr. Asuiey. The point is that there is continual revision. 

Mr. Stakem. That is right. 

Mr. Asutey. And in large measure the shipbuilders have available 
to them pretty up-to-date knowledge of what the foreign costs might 
be? 
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Mr. Stake. I will put it this way. If I were a shipbuilder I would 
make an attempt to get it. 

Mr. AsHutey. You bet you would. 

Then, finally, again with respect to this fifth point that the 50-per- 
cent ceiling fails to serve as a governor, it said that— 

American bidders are having to compete against all other Americans on a purely 
competitive basis. 

Is it the position of Mr. Morse that competition in a subsidized in- 
dustry is exactly the same as competition in a nonsubsidized industry ? 
We have talked a lot this morning about some of the things that might 
happen in an industry that is subsidized to this degree. At least there 
have been suggestions made that possibly in a subsidized industry the 
members of that industry behave in a somewhat different manner than 
the members of an industry that is not in any sense subsidized. 

Mr. Staxem. I think, first, we have to say that we are talking about 
the shipbuilders here. 

Mr. Asutey. Right. 

Mr. StaxeM. And the shipbuilder is subsidized only to the extent of 
the ships that he builds for a subsidized operator. He may build many 
other iRive. Asa matter of fact, the great bulk of his building may be 
for Navy, for tanker operators, for ore carriers in which there is no 
subsidy. 

Mr. Asutey. Is there any appreciable difference that can be de- 
tected between the bidding on a vessel that is to be subsidized and one 
that is not? 

Mr. Staxem. No, I do not think so. I think that these yards are 
highly competitive and they have been sharpening their pencils and 
some of the bids are fairly close. 

Mr. Asutey. Does the Board examine the difference in bids be- 
tween subsidized vessels and nonsubsidized vessels? That is to say, 
if there are two that are very much alike, would the Board take an 
interest in the difference in the bids ? 

Mr. StakeM. Unless it is a project, I will put it that way, in which 
the Board has an interest, that is the subsidized vessels, the data with 
respect to the bids are not submitted to the Board. 

Mr. Asutry. That is right. It would be information that com- 
panies very largely tend to regard as their own information. 

Mr. Stakem. Yes. 

Mr. AsuueEy. So that it would be difficult to tell, then, if there is a 
difference between the bidding on a subsidized vessel and a nonsub- 
sidized vessel ; that is, what the practice of the industry might be. 

Mr. Stake. I can only answer that this way: that in a great num- 
ber of the projects for the subsidized lines that have been bid since 
1955, and that is the vessels for the liner operations of the American 
merchant marine, a number of the shipbuilders have claimed that they 
have lost a great deal of money. Now, this is not to say that the ship- 
builder has not made a profit in the overall operation but on the par- 
ticular ship, the subsidized ship, shall we say, he may have lost con- 
siderable money, and a lot of them have claimed that they have. 

Mr. Asuxey. That is all I have, Mr. Chairman. 

The CHarMan. Are there any further questions ? 

Mr. Maruutarp. Mr. Chairman, could I address to Mr. Stakem the 
same question that I addressed to Mr. Nash? 
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The Cuamman. Yes. 

Mr. Martutarp. Mr. Nash gave us the departmental position. 

I gather the Board has not taken a position that is contrary but has 
offered us some information which might be contrary to the position. 
If the committee decides, regardless of the departmental position, that 
something should be done on this ceiling question, has the Board come 
to any conclusion as to whether they think it is preferable to provide 
a modest increase or whether the ceiling should be taken off entirely ? 

Mr. Sraxem. I prefer to answer that in this way, Congressman 
Mailliard. This is in an area in which the Federal Maritime Board 
takes policy guidance from the Secretary of Commerce. We do not 
want to take a formal position before this committee that is in opposi- 
tion to what the Department of Commerce have stated their position 
to be which I could summarize as, “Do not lift the ceiling now but 
let us wait and see” pretty much, but we feel that the Board has a 
responsibility in this area and that all of the policies and procedures 
a principles that the Board is living by under this program should 
be known to the committee, and that is why I am here today. 

Mr. Matriuiarp. I understand that but 1t does not seem to me that it 
is in any way an improper question or one that should embarrass you 
from a policy point of view. If we disregard the position of the De- 
partment, does the Board have any advice to give us as to whether, if 
the ceiling is to be lifted, it should be lifted entirely or only to a de- 
gree? 

Mr. Stakem. We have not discussed that as a Board and I would 
not want to take a position which might not be the majority position 
of the Board. 

Mr. Matiuiarp. With the chairman’s permission, I feel that this 
committee should have advice from the members of the Board if we 
as a policy matter determine that we should either raise or lift the 
ceiling. 

The Cuatrman. I do not think this witness is the right witness with 
whom to press this question. 

Mr. Maituiarp. I am not pressing the question, Mr. Chairman. 

I am merely asking the Chair’s forbearance to request Mr. Stakem 
to ask this question of the other members of the Board and see whether 
they advise us if the committee is going to act to lift the ceiling en- 
tirely or, if they decide to lift it, how far? 

Mr. Staxem. Mr. Mailliard, I will take this question on the hypo- 
thetical basis to the Board at its next meeting and, on the assumption 
that this committee would desire to lift the 50 percent ceiling partly, 
ask them how they would feel. Then we will give our advices as to 
whether the ceiling should be lifted by a few er rentne or lifted in 
its entirety, and I would be very happy to submit that information 
to the committee and will give you our expert advice if it be expert. 

The CHarrMan. The committee will sit tomorrow morning at 10 
o’clock and the witness who was scheduled was Mr. Killian. 

T understand that the statement will merely be presented. 

The next witness is Mr. Killefer. 

The next witness is Mr. Nemec. 

The committee will now stand adjourned until tomorrow morning. 

(Whereupon, at 12:20 p.m., the committee adjourned, to recon- 
vene at 10 a.m., Thursday, March 3, 1960.) 
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THURSDAY, MARCH 3, 1960 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 


Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to adjournment, in 
room 219, Old House Office Building, Hon. Herbert C. Bonner (chair- 
man) presiding. 

Present: Representatives Bonner (chairman), Zelenko, Downing, 
Tollefson, Van Pelt, Ray, Mailliard, and Pelly. 

Staff members present: John M. Drewry, chief counsel; Robert H. 
Cowen, counsel; and William B. Winfield, chief clerk. 

The CHarrmMAn. The committee will come to order. 

Unless there is objection to the number of members present we will 
proceed and the record should show that the situation is such with 
the weather that we cannot expect any more. I think that those mem- 
bers who cannot be present can read the record and understand the 
situation almost as well as if they were present. 

The witness this morning is Mr. Killefer. 


STATEMENT OF TOM KILLEFER, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Kitterer. Mr. Chairman and members of the committee, my 
name is Tom Killefer, and I am executive director of the Committee 
of American Steamship Lines. 

The Cuarrman. Do you have a written statement ? 

Mr. Kiuuerer. I do not have a statement, Mr. Chairman, but, if the 
committee will permit, I should like to read for the record the state- 
ment of Mr. George Killion, who is chairman of the Committee of 
American Steamship Lines, and who has asked me to express to the 
committee his sincere regrets that he was unable to appear here today. 

The Cuatrman. All right, Mr. Killefer. 

Mr. Kitterer. Mr. Killion has gone to the effort of preparing a 
very careful brief statement which I will read at this time, if it is 
satisfactory. 

The CHatrMAN. You may proceed. 
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STATEMENT OF GEORGE KILLION, CHAIRMAN, COMMITTEE OF 
AMERICAN STEAMSHIP LINES, AS READ BY TOM KILLEFER, Ex. 
ECUTIVE DIRECTOR 


Mr. Kiterer. I am George Killion, appearing as chairman of the 
Committee of American Steamship Lines. The members of this com- 
mittee constitute all those who are operating vessels under operating- 
differential contracts with the United States. We support H.R. 10644 
and urge its passage. 

The program of the Merchant Marine Act, 1936, is to provide for the 
benefit of the Nation, both the physical facilities and the citizen 
skills which go with a substantial merchant marine. With one hand, 
the law forbids the use of foreign ships, crews, ownership, repairs, 
and mappa: With the other hand, the law undertakes to compensate 
steamship operators for the otherwise insupportable costs thus en- 
tailed—American wages are far above those of competing maritime 
countries. The principle by which this is accomplished is parity— 
the leveling down of American vessel operating costs to equality with 
those of foreign-flag competitors. 

The logic of the princple of parity is so obvious that it needs no 
further explanation on this occasion. The intent of the Congress to 
establish parity is equally clear in any review of the legislative history, 
the provisions, and the administration of the act. Nevertheless, the 
Congress in 1936 thought it prudent to examine the situation should 
foreign shipbuilding costs fall below half of the American shipbuild- 
ing costs. Provision for this examination was made by limiting con- 
struction-differential payments to 50 percent unless and until the Con- 
gress shall provide more by amendment. 

Many persons in 1936 thought the possibility of foreign shipbuild- 
ing costs exceeding twice the domestic costs a remote one. Such, how- 
ever, has been the development in recent years. The productive econ- 
omy of this country has brought our standards of living up to where 
shipbuilding costs are more than twice those of foreign competitive 
shipyards. The review contemplated in the Merchant Marine Act is 
thus required, and it is being made in the form of your hearing on 
H.R. 10644, a bill to remove the 50-percent ceiling on construction 
differentials. 

No one has suggested that private steamship operators should sub- 
sidize shipyards in order to maintain them for the general good of the 
Nation. Presumably, therefore, the review required by the present 50- 
percent ceiling is for the Congress to assure itself that conditions do 
really require a construction differential greater than 50 percent. Our 
testimony is accordingly addressed primarily to showing first, that 
adequate and reliable methods have been developed for determining 
what foreign shipyard costs are, and second, that the use of these 
reliable methods proves an actual, current diffenential in excess of 50 
percent. In fact, there is good reason to expect that the differential 
will increase to some further extent before it levels off. 

As long as the construction differential actually exceeds 50 per- 
cent and the act remains unamended, the United States is in effect re- 
questing private steamship operators to use their own funds to sub- 
sidize domestic shipyards. H.R. 10644 will remove this unwarranted 
burden. 


a i a a i 





=» = @ 


oo. 


CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 39 


I express the gratitude of the Committee of American Steamship 
Lines that your committee has given such prompt attention to the prob- 
Jem outlined by H.R. 10644. I want to assure you also, that while the 
material we have gathered and will offer in our testimony is what we 
consider most germane to the problem, we shall promptly supply any 
other data or judgments you may want for the committee’s purposes, 

rdless of whether it is a part of what we have now assembled. We 
want to facilitate your reaching clear and positive views on the bill in 
question. 3 

That concludes Mr. Killion’s statement. 

Mr. Chairman, I have with me this morning also Mr. Frank A. 
Nemec, the chairman of the CASL Vessel Replacement Committee, 
who is senior vice president of Lykes Bros. Steamship Co., and with 
your permission, I should like to call him at this time. 

The Cuarrman. All right. 

Mr. Nemec, you may proceed. 


STATEMENT OF FRANK A. NEMEC, CHAIRMAN, VESSEL REPLACE- 
MENT COMMITTEE, COMMITTEE OF AMERICAN STEAMSHIP 
LINES (SENIOR VICE PRESIDENT, LYKES BROS. STEAMSHIP 
LINES, INC.) 


Mr. Nemec. Mr. Chairman, I have a rather long statement which 
I can either read or summarize to the committee, so that, whatever 
your disposition is, we will be glad to accommodate ourselves to it. 

I think it will be well, however, if we do not read it, to at least brief 
some of the more important elements to you. 

The Cuairman. The entire statement will be put in the record, and 
you may proceed. 

(The statement follows :) 


STATEMENT OF FRANK A. NEMEC, CHAIRMAN, VESSEL REPLACEMENT COMMITTEE, 
COMMITTEE OF AMERICAN STEAMSHIP LINES, IN Support or H.R. 10644 


My name is Frank A. Nemec. I am a senior vice president of Lykes Bros. 
Steamship Co., Inc., New Orleans. I appear here today, however, as chairman 
of the Vessel Replacement Committee of the Committee of American Steamship 
Lines, in support of H.R. 10644. 

GENERAL 


In enacting the Merchant Marine Act of 19386 Congress adopted the parity 
principle as its basic philosophy in order to insure the development and main- 
tenance of a merchant marine and domestic shipbuilding industry adequate to 
fill national needs and aspirations. The parity principle is founded on the 
sound theory that in order to survive in competition with low-cost foreign com- 
petition, the American shipowner and shipbuilder must be afforded competitive 
equality with foreign-flag interests in the cost of operating ships and in the sell- 
ing price of ships. 

There are no limitations on the payment of operating subsidy under title VI 
of the act, and parity of ship operating costs is an accomplished fact. 

However, there is included presently in title V of the act a 50 percent limita- 
tion on the payment of construction-differential subsidy which limits the effec- 
tiveness of the parity principle. The bill which you have before you removes 
these limitations and therefore enables American-flag companies to acquire their 
ships from American shipyards at prices comparable to those paid by competing 
foreign-flag lines to foreign shipyards. 
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We concur fully in the statement of Clarence Morse, Chairman of the Federa] 
Maritime Board, who, in testifying on a companion bill before the Senate, stateg 
in part, as follows: 

“First, the 1936 act contemplates parity. If the operator pays more than the 
foreign cost, that is, if construction subsidy rate exceeds 50 percent, then parity 
is not achieved. 

“Secondly, the construction subsidy is a subsidy to the shipbuilders and not 
to the shipowners. 

“Thirdly, if for national defense reasons we need a shipbuilding capability— 
and that in my opinion is the basis for construction subsidy and the require 
ment that subsidized vessels be built in U.S. yards—then the Government, rather 
than the shipowner, should pay the cost insofar as it exceeds the foreign cost, 

“Fourth, if the construction subsidy cost becomes too burdensome, then the 
Congress should review whether the construction subsidy program is required 
at all, irrespective of whether it is above or below 50 percent.” * 

All of the foregoing views are in accord with the extensive legislative history 
shipyard subsidies. CASL has had prepared and would like permission to in- 
clude in the record or in the files of this committee a recent review of the legis- 
lative history of this subject entitled—‘“A Legislative History of Shipbuilding 
Subsidies Under the Merchant Marine Act, 1936.” ? 


THE IMPORTANCE OF CAPITAL COSTS 


Presently, most of the member companies of CASL have contracted with the 
United States for long-range shipbuilding programs calling for the construction 
of about 275 ships over a 15-year period at a total cost of about $4 to $4% billion. 
Most of these contracts were executed during the relatively prosperous years 
following the Suez crisis and on the basis of the then prevailing levels of reve 
nues and costs the program looked feasible. Since that time however, the inter- 
national shipping climate has changed and the high capital costs of new ships 
has assumed increasing importance in the councils of our member companies. 

At present there is a substantial worldwide imbalance between shipping 
eapacity and cargo offerings. This imbalance probably will continue for a num- 
ber of years because of a lag in the scrapping of old vessels, coupled with the 
continued worldwide construction of new and improved ships as a consequence 
of orders placed a number of years ago. Further, a noticeable reduction in com- 
mercial exports of the United States and the growing competitive impact of for- 
eign economies on our postwar markets abroad aggravates the effect of this 
world situation on American-flag carriers. 

Since World War II, shipbuilding prices in the world market have risen con- 
stantly. Although prices have now stabilized at somewhat below the peak 
reached following the Suez crisis, the bulk of the CASL ship replacement pro- 
gram will be at these new high-cost levels. 

All of the foregoing factors raise serious questions about the ability of our 
lines to finance the costs of future vessel replacements particularly if these costs 
are increased further by reason of limitations on the payment of construction 
subsidies. 

During the recent past, which has included some of the most prosperous years 
in the history of the American merchant marine, the combined earnings of all 
CASL lines did not equal additional depreciation on estimated replacement costs. 
This is shown below: 














| 
| 1956 1957 
Net income after taxes! _..............-.-...-- ie. Ret adhe Soha ah $73, 599, 000 70, 690, 000 
Less additional depreciation on replacement costs ?__......._...._.-.---.---- 116, 977, 000 143, 060, 000 
Net erosional Genpene qupieel.. 2 ee —43, 378, 000 —72, 370, 000 


! As reported in “‘Combined Financial Statement of Lines Holding Operating-Differential Subsidy Con- 
racts,”’ certified bv independent public accounts. 
? Computed for this purpose as amounting to 4 times acquisition cost of present fieet. 


1 Hearings before the Committee on Interstate and Foreign Commerce Subcommittee on 
Merchant Marine and Fisheries, Feb. 16, 1960, re S. 2584. 
2 Committee of American Steamship Lines, June 1959. 
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The span of the present ship replacement schedule partially spreads the con- 
sequences of high depreciation and increased debt service costs. However, the 
current and prospective conditions outlined above make it necessary, indeed 
imperative, that American companies be enabled to purchase their ships at 
prices directly related to those of their foreign competitors—without any limi- 
tation on full parity. 


THE DOMESTIC SHIPBUILDING INDUSTRY 


At a time when questions have been raised as to whether or not the con- 
tinuance of the domestic shipbuilding industry is essential to the national inter- 
ests, I want to make it unmistakably plain that CASL completely supports the 
maintenance of a healthy, thriving shipbuilding industry in the continental 
United States. 

. Historically, no nation has long remained an international power unless it 
has os a strong merchant marine based upon ample shipbuilding 
capacity. 

An effective merchant fleet helps a country gain stature. It is true today, 
as always, that in a peacetime economy trade follows the flag, and that wherever 
the flag flies foreign trade will develop. 

Shipbuilding’s importance is also closely linked to our national economy. 

Effects of a shipbuilding program are felt far beyond the shipbuilding in- 
dustry. Every item going into a ship represents labor. Workers in every 
State in the Union, and in many industries, participate in the construction 
process. 

Building a ship sets in motion activities of the mines, the forests, the farms, 
the factories, and the various forms of transportation. 

If we had no shipyards of our own, we would have to depend exclusively on 
foreign yards to keep our flag flying. In emergency periods those shipbuilding 
facilities might not be available. Consequently, our defensive and offensive 
capabilities would be impaired seriously. 

In a recent article, a Navy spokesman, in describing the Navy of 1960-70, 
said : 

“A war of limited objectives will, by definition, be fought outside the Soviet 
Colonial Empire and the United States. To accomplish this we must exploit to 
the fullest the Navy’s traditional role of exerting power across the ocean ex- 
panses. Thus we must be capable of controlling the critical sealanes, of strik- 
ing the objective area with discrimination and precision, and landing forces 
promptly and effectively. 

“The principles of warfare remain fixed: it is only the methods or weapon 
systems that change. As an example, Genghis Khan provided a deterrent by 
destroying and killing a city of 1 million people—a destruction greater than 
either atomic bomb of World War II. Timely concentration was reemphasized 
in the Civil War by the famous saying, ‘Git there fustest with the mostest.’ We 
in the Navy do not envisage new principles of warfare—only the modern ways 
of executing them.” 

A healthy, effective merchant fleet and shipbuilding industry are just as 
essential today as they were in the days before the atom bomb or intercontinental 
missiles. 

CONSTRUCTION-DIFFERENTIAL SUBSIDY 


In order to assist in the development of a strong shipbuilding industry the 
Merchant Marine Act provides for the payment of construction-differential 
subsidy so as to permit American shipowners to buy vessels from domestic ship- 
builders at the same price at which they could buy such vessels in foreign yards.‘ 
These payments go directly to the shipyards and their primary purpose is to 
help equalize the wages paid to American shipyard labor with the lower wage 
scales that prevail in foreign shipyards. Mr. Henry, who is with me today, will 
furnish this committee with evidence as to the controlling importance of the 
difference between American and foreign labor costs on the selling price of ships. 

Construction-differential subsidy payments, in recognizing the requirement 
that U.S. citizens build vessels in domestic rather than in lower cost foreign 


’“The Navy of 1960-70,” Vice Adm. John T. Hayward, Deputy Chief of Naval Opera- 
tions for Development, U.S. Navy, General Electric Quarterly, vol. II, No. 4, October- 
December 1959. 

4See “A Legislative History of Shipbuilding Subsidies Under the Merchant Marine Act, 
at CASL, June 1959, for the historical development of shipbuilding subsidies in the 

nited States. 
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yards, are helping to maintain the nucleus of an American shipbuilding in- 
dustry. The term “subsidy” is not entirely descriptive since the shipyard re 
ceives only the domestic price of the vessels and the purchaser of the vegge] 
is placed in no better position than if he had constructed his vessel in a for. 
eign yard. In any case, however, these subsidies are intended to sustain the 
domestic shipbuilding industry and do not inure to the benefit of the vegsel 
purchaser. 

Under present procedures, shipbuilding contracts are awarded on the basis 
of open competitive bids. Negotiation of prices after such bidding would be 
destructive of the competitive bidding procedure to the ultimate detriment of 
the United States. In addition, testimony of Chairman Morse indicates that 
the shipyards are even now entering bids including little or no profit. Down- 
ward negotiation of prices could only serve to weaken further the economic 
basis of the shipbuilding industry. 


CONSTRUCTION SUBSIDIES LIMITED TO 50 PERCENT 


Present provisions of the 1936 act provide safeguards against payments in 
excess of parity on construction subsidies, but at the same time place a ceiling 
on parity by saying that shipyard subsidies must not exceed 50 percent of the 
vessel’s building price. 

The 50-percent limitation was based on the assumption that at the time of 
enactment this ceiling would more than cover the difference in building prices 
here and abroad. In fact, when the proposed legislation was being discussed, 
the Senate Committee on Commerce quoted ‘all experts on the subject” as be 
lieving that the price difference on cargo ships was approximately 40 per- 
cent. By fixing a ceiling at 50 percent, Congress clearly intended to provide 
a margin of safety to insure that payments in all instances would equal 
parity. 

Some shipping authorities, however, anticipated the possibility that the 
real objective of the act might someday be frustrated by rising prices. Among 
these was the Maritime Commission which, shortly after the legislation was 
adopted, said: ° 

“The limitation in this provision will present a real obstacle to the con- 
struction of new units for our merchant marine whenever foreign shipyard 
costs are less than half of ours, for in such a case it would be cheaper to build 
abroad rather than here, even after taking into consideration the maximum 
subsidies allowed under the act.” 


WIDENING SHIPBUILDING DIFFERENTIALS 


Recent determinations by the Federal Maritime Board, as well as independent 
studies conducted by the Committee of American Steamship Lines and data 
submitted by individual companies, show that the differential between foreign 
and U.S. shipbuilding prices have been widening stéadily.* This has been re- 
flected in construction subsidy percentages approved by Government in new 
ship contracts after comparing prices companies would pay to buy these ships 
in foreign and in U.S. shipyards. 

A brief summary of differentials recently determined by the Federal Mari- 
time Board clearly illustrates this trend (calculated on low bid prices) : 


Calculated 

differential 

Date of bid openings: (percent) 

Se neces: apech, sichacnresemwsimst elena asiedietatatde kin Giedinaliles 44.5 to 45.3 

I i cial tate ta tbiiticida se cinimiseash Athi ade bile okt tae Seasks ink dunt shod 48.4 to 48.8 

SN SR ete, alin dhs trots: dab peccabeticlamduiin etna dacdid inn aitinssdemaeh's ate 49.2 

I Nha Nile se caeatiinit di dm bad soik <<Sale ea dk ahs cea ccc bai 48.3 

I I att oS tates, seecia lS, bh arlene bikes avnantiak winks diab wees 50. 8 

ORI T CIES os oo Diet dns ie iS ts wade we ielelia qaine wee tiinncicmn ocd Scie 49. 4 
I re I ED ES a eS ae eS he ain is ctableeltede iwibaecw seal 51 


Notr.—Escalation costs may further increase the final differentials of certain of these 
figures so that they will exceed the 50-percent level. 


s saapomic Survey of the American Merchant Marine,’’ Maritime Commission, Novem- 
per 1937. 

* Construction subsidies are determined on the selling prices of vessels and not on ship- 
yard building costs. In recent past, due to boom conditions in world shipbuilding centers 
rought about by the Suez crisis and other developments, selling prices have varied widely. 
However, under today’s conditions, with an excess of world shipbuilding, both domestic 
and foreign selling prices have declined, but the relative difference has widened. Mr. 
Henry will explain this more fully. 
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The actual price differentials will vary with bids and market conditions, but 
pecause of certain built-in factors we believe the spread will continue to increase 
during the next several years. In any case, however, current construction dif- 
ferentials now approximate the 50-percent level, and in the light of this fact 
the present statutory limitation is restrictive and unrealistic. 

Mr. Henry is here with me today and at the conclusion of my statement will 
furnish additional information on recent price trends and current and prospec- 
tive differences between the cost of constructing similar vessels in the United 
States and in foreign yards. 

Under these circumstances we believe that simple justice calls for removal 
of the limitations in the 1936 act so as to permit American owners to purchase 
their vessels at competitive world prices and to remove a possible impediment 
to the construction of these vessels in American yards. 

In addressing himself to this point before the Senate committee, Chairman 
Morse stated : 

“As a Board member, I am not in favor of forcing an operator to proceed 
with building where 50 percent is breached, despite contractual obligation, be- 
cause it breaches the parity principle and because the increased difficulty we 
as a Board would have in finding economic feasibility under section 601, 6064, 
and 1104(c) of the statute, and article I.9 of the subsidy contract. 

“The result may mean less or no shipbuilding if the 50 percent is breached.” 


HIGH CAPITAL COSTS 


Even without regard to possible capital costs imposed by present limitations 
in the 1936 act, the members of CASL are faced with a very difficult capital 
problem which stems from two main factors: 

1. While the ship prices have declined from their post-Suez levels, they are 
still high and it is likely that the vast majority of the 275 vessels to be con- 
structed by CASL members will be built at or above these present cost levels. 
Unlike their foreign competitors who replaced their ships during this rise and 
therefore have averaged their costs, the American owners will be faced with 
the burden of replacing vessels at this new, higher price plateau. 

2. The cost of vessels having comparable service utility is higher in the United 
States than in most foreign countries. This is due to a combination of factors 
involving higher American building standards, built-in defense requirements, 
accommodations dictated by American custom and practice, and possibly other 
factors, all of which result in increased costs. This disparity between our 
capital costs and those of our principal foreign competitors is already a matter 
of great concern to American shipowners. 

To illustrate the gravity of this problem, consider that today substantial 
numbers of high-speed, so-called S-type vessels are being built by the Japanese. 
These ships have a cubic capacity in excess of 600,000 cubic feet and are 
capable of a service speed of around 18 knots under fully loaded conditions. 
At the present time they sell in Japan for less than $3,700,000. 

While their passenger and crew quarters, sanitary facilities, steward’s de- 
partments, and various details of finishing are austere compared with American 
standards, they are nevertheless excellent cargo carriers and will, in future 
years, be redoubtable competitors to the new American-flag vessels of our com- 
panies. 

Their American counterpart, built in American yards and giving effect to con- 
struction subsidies, will cost the American shipowners more than $5 million. 
While this ship will contain refinements and facilities somewhat superior to the 
Japanese-type vessel (such as air conditioning, more commodious crew quarters, 
and the like) the Japanese vessel also has some technical efficiencies not found 
in the American ship (such as diesel power) which may result in operating 
economies over the years. In any case, the increased cost to the American 
owner is not reflected in increased efficiency or capacity of the American ship 
over its Japanese counterpart. 

The difference in cost, amounting to about $144 million, represents an excess 
capital cost that must be recovered by the American shipowner before his ship 
is competitively equal to the Japanese liner operator—in the capital sense. 
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The capital disability of the American shipper is increased additionally by 
debt service involved in financing this additional capital cost. This may be 
illustrated by the following oversimplified example : 


i a mS, aime lle ie aga, i A i Ne a iP gd _.-- $1, 250, 000 
Interest 1 625, 000 


ces eliteit bai k ers >= seats ceessen soe a teens oe ilae caro enap == easenin vee > ar me => Sains Wh naan tae oe on a, 


ee 


See Se aa eee te tise os 1, 875, 000 


1 This represents 5 percent per annum (to cover either interest costs or loss of invest- 
ment earnings) on the average investment over 20 years. 


Capital disability of American shipowner_-_-_ 


The foregoing does not include any compensation to the American shipowner 
for risk or return of his economic investment in the ship. 


VESSEL RESTRICTIONS 


Government payments under title V of the act wisely were provided by the 
Congress to create and maintain an American shipbuilding industry in the face 
of lower foreign costs. These Government aids (whether called shipyard sub- 
sidies, cost absorptions by the United States, or construction differentials) have 
been created for purposes of strengthening American shipbuilding facilities. 
While this is true, the 1936 act places serious restrictions on the shipowner who 
buys an American ship as contrasted with an owner who buys a ship built in 
foreign yards. 

Under the act, the two principal restrictions on vessels built under the con- 
struction subsidy provisions are: 

1. Agreement of the American shipowner to maintain his vessel under Ameri- 
can-flag registry for at least 20 years. ‘This bars transfer of the ship to foreign- 
flag operation and thereby directly affects the value of the vessel by limiting 
access to world markets. 

2. The vessel becomes subject to requisition at a price not in excess of depre- 
ciated construction costs. In times of inflation, this is an extremely serious 
disability which is not applicable to vessels built in foreign yards. 

These matters are noted here merely to emphasize that companies building 
under title V incur serious restrictions as contrasted with foreign-flag owners— 
even without the subsidy limitations now present in the act. 


CONCLUSION 


CASL stands squarely in support of an adequate American shipbuilding indus- 
try and feels that this industry is necessary both to the domestic and foreign 
commerce and the defense of the United States. 

The limitation on construction-differential subsidy which may require ship- 
owners to absorb part of the burden of supporting shipyards is not in accord 
with the parity principle of the act and in the long-run will tend to frustrate 
the purposes of Government aid to shipyards. 

In the case of nonsubsidized operators these limitations probably will dis- 
courage future building completely and eliminate any possible hope of building 
and operating any such vessels under the American flag. In the case of com- 
panies holding operating-differential subsidy agreements a further widening of 
shipbuilding differentials, both here and abroad, may have serious consequences 
on the ability of these companies to progress their building program. 

The member lines of CASL are already confronted with the problems of 
replacing most of their ships at high, current shipbuilding prices. The burden 
of these high capital costs under depressed shipping conditions creates many, 
many problems and is receiving continuous study by our group. Any factor, 
such as the present limitations on construction-differential subsidy, which adds 
to the burden of these high capital costs affects the economic feasibility of the 
new ships and may jeopardize the entire ship construction program. 

At a time when American operators are facing serious problems in financing 
the high cost of replacement ships, complete parity in the purchase price of 
ships is essential to this program. 

The bill which is before your committee, by removing restrictions on the pay- 
ment of construction-differential subsidy, will place American operators on a 
complete parity with their foreign competitors and further the interests of the 
shipbuilding industry. 
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Accordingly, CASL fully supports and endorses the purposes of this bill and 
urges its swift enactment into law. 

Mr. Nemec. Mr. Chairman, my name is Frank A. Nemec. I ama 
senior vice president of Ly kes Bros. Steamship Co. of New Orleans. 
[I am appearing here today, however, as chairman of the Vessel Re- 

lacement Committee of the Committee of American Steamship Lines, 
in support of H.R. 10644. 

In enacting the Merchant Marine Act of 1936, Congress adopted 
the parity principles as its basic philosophy in order to insure the 
development and maintenance of a merchant marine and domestic 
shipbuilding industry adequate to fill national needs and aspirations. 
The parity prince iple i is founded on the sound theory that in order to 
survive in competition with low cost foreign competition, the Ameri- 

‘an shipowner and shipbuilder must be afforded competitive equality 
with foreign flag interests in the cost of operating ships and in the 
selling price of ships. 

There are no limitations on the payment of operating subsidy under 
title VI of the act, and parity of shop operating costs is an accom- 
plished fact. 

However, there is included presently in title V of the act a 50-per- 
cent limitation on the payment of construction-differential subsidy 
which limits the effectiveness of the parity principle. The bill w hich 
you have before you removed these limitations and therefore enables 
American-flag companies to acquire their ships from American ship- 
yards at prices comparable to those paid by competing foreign flag 
lon to foreign shipyards. 

We concur fully in the statement of Clarence Morse, Chairman of 
the Federal Maritime Board, in testifying on a companion bill be- 
fore the Senate. This statement was introduced into the record 
yesterday so that I would see no point in repeating it at this point. 

I would like to make it plain that we fully subscribe to his posi- 
tion basically, that the construction differential subsidy is a vues to 
shipbuilders and not to shipowners and that, if we do need a ship- 
building industry, as we of CASL feel we do, then the Government 
should decide whether or not to support that ’ shipbuilding industry 
regardless of the 50-percent limitation. 

This basic: ally is the position of CASL on the parity principle and, 
since there were a great number of questions raised yesterday on the 
legislative history of the act, we should either like to include in the 
record or alternately in the files of the committee a legislative history 
which CASL had prepared some time ago. We have additional 
copies here and however you wish toh: indle that matter is agreeable 
to us. 

The CHarrman. That will be put in the record. 

(The document follows :) 
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SHIPBUILDING SUBSIDIES 
UNDER THE MERCHANT MARINE ACT, 1936 


The Merchant Marine Act, 1936, provides for the payment of subsidies 
to United States shipyards to insure the maintenance of an adequate domestic 
shipbuilding industry, which Congress considers vital to the national defense, 
These payments, called ''construction-differential subsidies", are measured 
by the difference in the cost of constructing vessels in United States shipyards 
and in lower-cost foreign yards. They are intended to permit the domestic 
shipbuilding industry to construct vessels for sale to citizens operating in the 
foreign trade of the United States at approximately the same net price for which 
they might purchase similar vessels in foreign yards. 1/ Section 502(b) of the 
Act provides that the Federal Maritime Board may approve a shipyard subsidy 


not to exceed 50 percent of the domestic construction cost. This memorandum 


presents a legislative history of the nature and objectives of shipyard subsidies, 


and of the 50 percent limitation. 

Congress has long been concerned with the maintenance of a domestic 
shipbuilding industry, not only for its substantial contribution to the national 
economy, but also for insurance that the nation have available at least the 
mobilization capability initially required in the event of a national defense 


emergency. Various means of accomplishing these objectives were attempted 


1/ Under section 27, Merchant Marine Act, 1920, foreign-built vessels may 
not operate in the domestic coastwise trade of the United States. Hence, 


foreign shipyards are not competitive with domestic yards insofar as construc- 


tion of vessels for the domestic trade is concerned, and Congress has confined 
shipyard subsidies to vessels to be used in the foreign commerce of the United 
States. 
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prior to the 1936 Act. Proposals for differential subsidies similar to those 
later adopted in 1936 were advanced as early as 1915 and 1922. Under the 
Merchant Marine Act, 1928, ocean mail contract payments were actually 
calculated, in a number of instances, on the basis of the differential between 
cost of construction and operation under United States and foreign flags. 
These payments were made to the operator rather than to the shipyard, upon 
his agreement to build new vessels in domestic yards. 

By 1934 and 1935, serious questions had been raised as to the sound- 
ness of the ocean mail contract system under the 1928 Act. However, there 
was no question as to the necessity of maintaining the American merchant 
marine and domestic shipbuilding industry. Accordingly, the attention of 
Congress and the Administration was directed towards drafting new legisla- 
tion for these purposes, After extensive study the interested Government 
agencies and committees of Congress concluded that the most effective way to 
support a domestic shipbuilding industry was to provide for payments directly 
to the shipyards, based upon the difference in domestic and foreign vessel 
construction costs. This was the method ultimately adopted in Title V of the 
1936 Act. 2/ 

Throughout the deliberations upon the 1936 Act, it was clear that 
Congress intended to place the domestic shipyards ina position to sell vessels 
to United States operators at prices ona parity with foreign construction costs. 
At the same time Congress also provided safeguards to insure that there would 


be no payments in excess of parity. 





2/ Title VI of the 1936 Act also authorized payments, known as "operating - 
differential subsidy", to U.S. citizens operating vessels on essential trade 
routes in the foreign trade of the United States, based on the difference in 
vessel operating costs under U.S. and foreign flags. 








50 CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS | 


Since 1936 the policy of the Act, including the parity principle of ship- 
building subsidies, has been frequently reviewed by the responsible Congressiop. ‘ 
al committees, the Maritime Commission and its successor agencies (Federa| 
Maritime Board and Maritime Administration), the Department of Commerce, 
and the succeeding Administrations in the White House. In each instance that | 
policy and the underlying principle of parity have been reaffirmed. 

Congress assumed that the 50 percent limitation provided in section 
502(b) would more than cover the actual differential. The report of the Senate 
Committee on Commerce expressly found, "It is now believed by all experts on 
the subject that the differential on cargo ships is approximately40 percent, ad 
and the then existing differentials on passenger and combination cargo -passenge: 
vessels were lower than on cargo vessels. 4/ By fixing the ceiling at 50 percen, : 
Congress clearly intended not to limit payments short of parity, but to provide 
a margin of safety to insure that payments in all cases would equal parity. 

Since 1936 the differential between domestic and foreign construction 
costs has increased. On several occasions Congress has re-examined the 50 
percent limitation, in light of this widening differential, to be certain that the 
limitation did not interfere with the basic parity principle. This problem was | 
first considered in 1937-1938 when domestic costs, increasing more rapidly 
than foreign costs, threatened to result in actual differentials in excess of 50 
percent. The Maritime Commission recognized the danger to the parity principi 


and recommended to Congress that the 1936 Act be amended to permit United 





3/ S. Rept. 1721, 74th Cong., 2d Sess. (1936), pages 14-15. 


4/ See the testimony of Mr. Peacock, Director of the United States Shipping 
Board Bureau in Hearings on S. 3500, 74th Cong., 2d Sess. (1936), pages 
80-81. 
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States-flag operators to build vessels abroad in such a situation, without 
affecting their eligibility for operating subsidy. This recommendation was 
approved by the Senate Commerce Committee and passed by the Senate. The 
House Gommittee deferred action and the House itself authorized further 
study. Thereafter the European war broke out, and no further action was 
taken on the Commission's recommendation. 

Consideration has been given on various occasions since World War I 
to the possibility that increasing domestic costs may result in actual differ- 
entials in excess of 50 percent, and the responsible offic.als and members of 
Congress have indicated it may be necessary to review the 50 percent limita- 
tion in order to prevent frustration of the parity principle. Until recently the 
problem was not considered critical. This was due in large part to the fact 
that during the war the Government had constructed great numbers of dry 
cargo and other vessels which were available for purchase by U.S. -flag 
operators under the Merchant Ship Sales Act, 1946, thus alleviating the need 
for new construction. However, the problem has become increasingly serious 
with more rapidly rising U. S. costs and with the approaching necessity for re- 
placement of the war-built vessels. 

ANALYSIS 
A. The Period Prior to 1928 5/ 
Governmental assistance to the United States shipbuilding industry may 


be traced back as far as 1789 when Congress forbade U.S. documentation to 





5/ The material set forth in this section is summarized principally from 
Appendix B of the so-called Harvard report ("The Use and Disposi:ion of Ships 
and Shipyards at the End of World War II", No. 48, June 1945, a Report Pre- 
pared For The United States Navy Department and The United States Maritime 
Commission by the Graduate School of Business Administration, Harvard 
University). 
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foreign-built vessels. Similarly, since the Navigation Act of 1817, only 
vessels of U.S, -registry have been permitted to operate in the coastwise 
trades. Aid has also been provided under ocean mail contracts at 

various times, e.g: 1845-1849, 1864-1875, and again under the Ocean 
Mail Act of 1891. CGongress has also directly encouraged domestic ship- 
building through various tariff regulations. For example, steel plate and 
iron were on the free list in the 1890 tariff and other shipbuilding materials 
were added in 1894. 

In 1904 Congress created a Merchant Marine Commission, consisting 
of five Senators and five Representatives, to investigate and make recom- 
mendations as to needed legislation. Its report in January 1905 recommended 
subventions for all U.S. vessels engaged in foreign trade. The resulting bill 
passed the House but was blocked by filibuster in the Senate in 1906. A re- 
vised subsidy bill was defeated in the House in 1911. The once flourising 
American merchant marine gradually deteriorated until by 1910, less than 
10 percent of the foreign commerce of the United States was carried by 


American bottoms. 6/ 


The Underwood Tariff of 1913 also attempted to improve the lot of U.S. 


shipbuilders, by providing a discriminatory five percent discount of the duty 
on imports carried in U.S. -built vessels. However, the discount was subject 
to limitations in favor of nations with which the United States had commercial 


treaties and was construed virtually out of existence by the Supreme Court. 


6/ H. Doc. 118, 74th Cong., lst Sess. (1935), page 31. 
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The outbreak of war in August 1914 had immediate and serious reper- 
cussions on the foreign commerce of the United States which, of necessity, 
was dependent very largely on foreign-flag shipping. On August 18, 1914, 
the President signed an emergency measure which permitted U.S. docu- 
mentation of vessels regardless of when or where built. In addition, the 
Administration supported proposals to form a Shipping Board, 51 percent 
owned by the Raided to purchase and operate vessels in foreign trade. 
However, these proposals were blocked in the Senate in 1914, and again in 
1915. A modified bill was introduced in 1916, combined with regulatory pro- 
visions which had been considered before the war but not enacted, and was 
passed in September 1916. Thereafter known as the Shipping Act, 1916, it 
conferred broad powers upon the Shipping Board, with the President's ap- 
proval, to purchase, lease, charter or have constructed vessels suitable for 
use a8 naval auxiliaries or transports. 

Of particular interest was the proposal of the United States Chamber 
of Commerce during consideration of the 1916 Act, for the creation of a 
central board to determine and to finance the exact cost differential in con- 
struction and operation under United States and foreign flags. This was 
basically the plan ultimately adopted in the Merchant Marine Act, 1936. 

The Merchant Marine Act, 1920, provided, inter alia, for the dis- 
posal of the war-built fleet by sale to U.S. citizens for operation on selected 
trade routes, or for operation by the Board itself on such routes until the 
lines might be sold on satisfactory terms. Section 11 of the 1920 Act estab- 
lished a construction loan fund for vessels privately constructed in U.S. yards 
for U.S. citizens; section 23 provided war and excess-profits tax exemptions 


where funds were set aside for new construction; and section 24 provided for 
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the carriage of U.S. mails on U.S. -flag vessels wherever practicable. 
No provision was included in the 1920 Act to enable the replacement of 
obsolescent Government vessels, and, as it ultimately developed, there 
was also insufficient encouragement to private owners to replace their 
vessels. 

Ship sales declined in the 1921 depression and a number of vessels 
were returned by bankrupt purchasers. There were proposals to stimulate 
the disposal of vessels to private firms, including suggestions both as to 
price policy and subsidy measures. In hearings in 1922, the Chamber of 
Conmneres again recommended payments based upon the U.S. and foreign 
construction and operating cost differentials. 2/ 

The Shipping Board in February 1922 proposed a subsidy fund to 
aid U.S. operators in the operation and extension of trade routes. President 
Harding, in his address to Congress, proposed that such a fund be created 
by setting aside 10 percent of all duties on imports by U.S. or foreign 
vessels, plus collections from tonnage charges, taxes and other fees, plus 
sums paid for the transportation of mail -- to be paid out to U.S. operators 
on the basis of tonnage, mileage, and speed. Mail was to be carried free of 
charge, and provision was made for recapture from excessive earnings. 
Government vessels were to be sold at prevailing world market prices, 
Congress adjourned without action. Ina special post-election session, the 
House passed a revised bill, but the proposal was blocked by a filibuster in 


the Senate in February 1923. 


7/ Joint Hearings before the Senate Committee on Commerce and the House 
Committee on Merchant Marine and Fisheries, to amend the Merchant Marine 
Act of 1920 (1922), Vol. 2, page 2309. 
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In 1926, pursuant to a Senate Resolution, the Shipping Board held 
extensive hearings to determine public sentiment on Government versus 
private operation. Its report favored private ownership, though it re- 
solved to continue operating the Government-owned fleet for the present, 
and recommended generous mail subsidies over a 20-year period. It 
stressed that a replacement program was necessary whether the fleet was 
owned privately or by the Government. 

B. The Merchant Marine Act, 1928 

The Merchant Marine Act, 1928, authorized continuance of Govern- 
ment operation by the Shipping Board; however, the Board might sell 
Government vessels or lines if it determined that an adequate merchant 
marine could best be maintained thereby. The Act also increased the con- 
struction loan fund authorized in the 1920 Act, provided for the carriage of 
mails on U.S. vessels under contract with U.S. citizens, and stipulated 
that ina national emergency vessels on which construction loans were out- 
standing or those under ocean mail contracts could be requisitioned by the 
Government. 

According to a subsequent report, &/ the first mail contracts under 
the 1928 Act were awarded to the existing lines. Thereafter two other kinds 
of bidders entered the picture. One was the bidder who would agree to pur- 
chase Government vessels with the expectation of obtaining a mail contract; 
the other was the prospective contractor who agreed to build new ships. In 


connection with the latter, there developed a practice which directly heralded 





8/ "General Report of the Postmaster General to the President", set forth 
in H. Doc. 118, 74th Cong., Ist Sess. (1935), pages 6-7. 
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the differential concept embodied in the 1936 Act. Where the prospective 
contractor agreed to build new ships, "...an estimate was made as toa 
so-called 'differential' between the cost of construction and operation 
under American flags, as compared to the cost in foreign countries". The 
rate of pay thereafter agreed upon included an amount to cover that esti- 
mated differential. 
Cc. The Merchant Marine Act, 1936 
1. The Black Committee Investigations 
The operation of the ocean mail subsidy system under the 1928 
Act came into question in January 1933, when there was a nearly successful 
attempt to make a drastic cut in mail pay appropriations. 2/ The ensuing 
controversy resulted in lengthy hearings by a special Senate Committee 
headed by Senator Black from May 1933 into March 1934. The Black Com- 
mittee's report, filed in May 1935 and discussed infra, recommended new 
legislation and repeal of the 1928 Act. 
2. Report of the Postmaster General 
Meanwhile, investigations were also being conducted by the Post- 
master General and by the Interdepartmental Committee on Shipping Policy. 
Both were critical of the ocean mail contract system but both recommended 


that the Government grant aid for the construction of vessels, subject to 


appropriate safeguards. The Postmaster General concluded that ''this Govern- 


ment must have an adequate merchant marine", and that ''decided changes 


must be made in the administration of the subsidy''. He stated: 


9/ Congressional Record, 72d Cong., 2d Sess. (1933), pages 3289, 3366. 
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"An immediate construction program should be mapped out. 
The evidence undoubtedly and clearly shows that we do not have 
enough fast and modern vessels either to compete in foreign 
commerce or for our national defense. We are woefully lack- 
ing in vessels that may be used as naval auxiliaries" 

(H. Doc. 118, supra, page 18). 


3. The Interdepartmental Committee Report 

The Interdepartmental Committee was appointed by the Secretary 
of Commerce on June 18, 1934, following recommendations to him by the 
Director of the Shipping Board Bureau, and in turn by him to the President, 
for the adoption of a subsidy system based on actual cost differentials in ship- 
building and operation, i,e., upon the parity principle. The Secretary cautioned 
that the subsidy contracts should be sufficiently flexible to permit equitable 
readjustment as conditions changed and should provide for essential replace- 
ments, 10/ 

The Interdepartmental Committee Report cited the higher American 
standards of living and recommended that: 


"...a capital subsidy be provided to take care of differentials 


between domestic and foreign cost of construction of vessels in 
foreign trade and to take care of the cost of such special features 
as may be required by the Navy Department, to be paid directly 


to the shipbuilders...'' (H. Doc. 118, page 22; see also page 
30). 2T7 
Hook ok ok Ok 


" 


..any amount paid by the Government should only be such 
amount as will meet the differential that exists and that because 


of changing conditions the system should be sufficiently flexible 
as to ot the actual differential. 


"The amount of the aid to be granted should be the subject of 
frequent study and periodic adjustments: (id., page 35). 





10/ Appendix B to the Harvard Report, supra. 


ii/ Emphasis is supplied throughout this memorandum unless otherwise 
indicated. 
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4. The President's Message, March 1935 


The reports of the Postmaster General and the Interdepartmenta] 





Committee were transmitted to the Congress by the President on March 4, 
1935, with the President's recommendation also for the adoption of shipyard 
subsidies based on the parity principle. 12/ The President referred to the 
“many instances in our history [in which] the Congress has provided for 
various kinds of disguised subsidies to American shipping" (id., page 1), 
and proposed instead that: 
"If the Congress decides that it will maintain a reasonably 
adequate American merchant marine I believe that it can well 
afford honestly to call a subsidy by its right name. 
"Approached in this way a subsidy amounts to a comparative- 
ly simple thing. It must be based upon providing for American 


Qe shipping Government aid to make up the differential between 
American and foreign shipping costs. It should cover first the 


difference in the cost of building ships; second, the difference 
in the cost of operating ships; and finally, it should take into 
consideration the liberal subsidies that many foreign govern- 
ments provide for their shipping. Only by meeting this three- 
fold differential can we expect to maintain a reasonable place 


in ocean commerce for ships flying the American flag, and at 
the same time maintain American standards" (id., page 2). 


It is noteworthy that each of these proposals contemplated the pay- 
ment of full parity. 
Ss. The Preliminary House Hearings, 1935 
On March 19, 1935, the House Committee on Merchant Marine 


and Fisheries'commenced hearings dealing generally with Government aid to 


12/ H. Doc, 118, supra. 
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the shipping and shipbuilding industries. No bill had as yet been introduced 
The first witness, Mr. Karl Crowley, Post Office Department Solicitor, 
generally agreed with Committee Member Sirovich that "the first fundamen- 
tal concept we should consider" was the payment of parity, 13/ 

The Chairman of the Interdepartmental Committee, Mr. South 
Trimble, Jr., likewise supported the proposals for shipyard subsidies, 
"based on the differential in the cost of construction and also of operation" 
(id., page 37). He pointed out that,"’... The question of the subsidy for con- 
struction occurs only once and that is when the ship is built" (id., page 38). 
Mr. Trimble recommended that the Government, the shipyard and the owner 
all be parties to the actual construction contract ''so that the shipbuilder 
would be sure of getting the differential from the Government" (id., page 39). 

It was clearly pointed out during questioning of Mr. Trimble that the 
shipyards and the shipbuilding industry, rather than the operators, were the 
actual beneficiaries of construction subsidy (id., pages 41-42). Mr. Trimble 
also noted that in some instances foreign countries were themselves subsidiz- 
ing ship construction (id., pages 42-43). 

The third witness in the preliminary hearings was Mr. Alfred H. Haag, 
Chief, Division of Shipping Research, United States Shipping Board Bureau, 
who noted, inter alia, that the ocean mail pay system also had resulted in 
eliminating the construction-differential. It was pointed out to him, however, 
that the President preferred a direct subsidy, and was opposed to mail sub- 


sidies (id., pages 53-54). 





13/ Hearings before House Committee on Merchant Marine and Fisheries, 
"To Develop An American Merchant Marine, Part I, Merchant Marine 
Policy", 74th Cong., Ist Sess. (1935), pages 13, 30. 
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The first suggestion of any statutory limitation upon the amount 
of shipyard subsidy payments came from Mr. H. Gerrish Smith, President, 
National Council of American Shipbuilders. His concern was not to limit 
such payments short of parity but to ensure that any limitation written into 
the statutory would still provide the agency with the necessary discretion 
to achieve parity. He stated, as to the possibility of fixing a differential by 


law: 

"Well, sir, Iam not sure about that. If it could be written 
into law, with an up-and-down provision, with the right of an 
agency to vary it within limits, up and down, it might simplify 
the problem. Iam not prepared to make a definite recom- 
mendation on that, but I think it should be considered, sir, 
that, with a possible 25 percent, say, adjustment up or down, 
by an administrative body or a semi-judicial body or whatever 
body might have charge of administering it. 


a 


".,..If this is not done, it should then be left wholly to the 
maritime authority to establish the differential in each case 
to some definite formula. The one developed by the Shipping 
Board Bureau, it is believed, would be satisfactory for this 
purpose" (id,, pages 364-365). 


6. S,. 2582 and H.R. 7521, April 1935 
Thereafter identical bills embodying the proposals for ship con- 
struction subsidies were introduced in the Senate and House on April 15, 
1935, 24/ They authorized the proposed Maritime Authority to ''determine 
the difference between the domestic and foreign construction cost of a ves- 
sel of the type proposed to be built", ''to grant a subsidy of such amount as 


will equal, but not exceed" that difference, and ''to enter into a contract 


with the applicant and a shipbuilder for the (1) construction, outfitting, and 


14/ S. 2582 and H.R. 7521, 74th Cong., Ist Sess. (1935). 
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equipment" of the proposed vessel, and for ''(2) the payment to the ship- 
builder'' of the amount previously determined as a construction subsidy. 
As with the earlier proposals, parity was the objective, and there was no 
arbitrary percentage or other limitation on the amount of subsidy, as long 
as the payments did not exceed parity. Also, it was expressly stated that 
the subsidy was to be paid ''to the shipbuilder". This language was omitted 
incidental to a subsequent amendment, 15/ but the effect remained the same 
under the final Act., i.e., the subsidy was for the benefit of the shipbuilder, 
not the purchaser. 
7. Senate Hearings and Report on S. 2582, 1935 

Both the Senate Committee on Commerce and the House Com- 
mittee on Merchant Marine and Fisheries held hearings on these bills in 
late April and early May 1935. Mr. Haag broadly outlined to the Senate 
Committee the necessity for shipyard subsidies and the operation of the 
proposed provisions. He stated, inter alia: 

"MR, HAAG. The principal reason for the higher cost in the 
American yard is because of the higher cost of American labor, 


and that is considerable. 


"THE CHAIRMAN, And that cost goes all the way down 
through the line. 


"MR. HAAG. That goes right down the line. 


"THE CHAIRMAN, In the matter of steel, lumber, and 
everything. 


‘"MR, HAAG. In the hull of the ship, in producing the equip- 
ment, the machinery, and so on. Cost of material is but a 
small fraction of the cost of labor in the building of a ship, tak- 
ing into consideration the labor employed within the shipyard, 





15/ The final Copeland-Guffey-Gibson bill, infra. 
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and on the outside. You can hardly point to a thing ona ship 
that does not represent labor. So that labor is the principal 
factor in causing that differential; and what we are endeavoring 
to do is to equalize, in both the construction and the operating 
differentials, the difference in American as compared to 
foreign labor costs. That is what we are attempting to do in 
giving aid in the form of a subsidy'' (Senate Committee on 
Commerce Hearings on S. 2582, 'Merchant Marine Act, 1935", 
74th Cong., Ist Sess., 1935, pages 123-124). 
Mr. Haag estimated the actual differential between United States and foreign 
costs at approximately 40 percent for cargo vessels (id., page 124), 
Mr. Ira J. Campbell, counsel for the American Steamship 
Owners Association, referred to an instance ''2 or 3 years ago'' where the 
U.S. cost for a cargo vessel was ''substantially double" the foreign cost; 
he indicated that the European cost for passenger ships ''approaches nearer 
to the American cost than with respect to pure cargo ships"' (id., pages 148- 
149). Mr. Campbell also stated: 
"... The theory of this bill is that it shall operate to place the 
American shipowner ona parity with the foreign owner. 
That is what this bill is designed to provide so far as the con- 
struction aid and operating differential is concerned" (id., 
pages 169-170). 
Mr. Campbell cautioned against subjecting the operator to restrictions 


which might bring about ''disparity''as against his foreign competitors. '"'It 
would be far better for the American shipowner to go out and buy his I'ritish 
ship and operate it under the British flag, than it would be to subject him- 
self to this interference" (id., pages 170-171). 

Mr. Gerrish Smith, who had also testified before the House Com- 
mittee, emphasized that ''about 85 percent of the cost of shipbuilding goes to 
labor directly or indirectly in the building of the ship, or the materials that 
go into it" (id. » page 303). He pointed out that higher vessel construction 
costs to the U.S. -flag operator also resulted in higher operating costs there- 


; " f | \ ¢ 
after, "because it is upon that [construction] cost that the factors of insur- 


ance, interest on investment, and depreciation depend" (id., page 304). 
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Therefore, he stated: 


! 


.. If you wipe out, by the payment of a construction subsidy, 
that higher interest on investment, the lower depreciation 
charge, and insurance ... then that part of that continuous 
higher cost of operation is taken care of once and for all when 
you pay the subsidy for the ship itself, and you are faced with 
a much simpler problem in covering whatever other differen- 
tial is involved. 

"SENATOR WHITE. When you wipe out that cost differen- 
tial, you go a long way toward reducing the necessity for the 
operating differential. 

"MR, SMITH. Yes'' (id., page 304). 

Mr, Smith generally confirmed Mr. Haag's testimony as to the actual differ- 

ence in U.S. and foreign construction costs (id., pages 304-305). 

It was also pointed out during Mr. Smith's testimony that in both 

France and Italy, vessel owners were permitted to have their vessels con- 

structed in some other country if construction companies in their own 

country charged over 15 percent more than an outside bidder (id., page 348). 
Mr. Andrew Furuseth, President, International Seamen's Union 

of America, also concurred in the previous testimony as to the extent of 

the difference in U.S. and foreign costs (id., page 356). The International 

Seamen's Union, like the previous witnesses, favored shipyard subsidies. 

During the course of Mr. Furuseth's testimony, Senator Fletcher referred 

to "actual bids'' received by United Fruit from foreign yards "at nearly 50 

percent less than they paid here"' (id., page 412). 

In discussing other aspects of the proposed shipyard subsidies, 

Mr. Campbell thereafter employed figures reflecting a differential of 40 

percent, although he referred at one point to construction in 1930 or 1931 of 

two special car-carrying vessels on which the British bids had been "just 50 

percent of the American prices" and indicated that the differential might 

"come pretty close to 50 percent". He agreed with Senator Vandenberg that 


fluctuating exchange rates might cause fluctuations also in the differential 


(id., pages 503-504, 506-507) 
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The Senate favorably reported on S, 2582 with amendments on 
May 24, 1935, stating as to shipbuilding subsidies: 


"Title V of the bill provides new methods of subsidizing our 
merchant marine in order to place it in a position to compete 
with the shipping of other nations, Contrary to general opinion, 
the principle of subsidy is not new when applied to our merchant 
marine, Since early colonial times it has been recognized that 
our merchant marine must be aided in order to compete ona 
fair and equal basis with subsidized shipping of other countries, 
In those early days the maritime nations of the world discrimi- 
nated in favor of their shipping by charging lower import duties 
on goods carried in the nation's own ships than on those 
carried in the ships of their competitors, and by charging their 
own ships lower tonnage dues and taxes. The United States 
met discrimination with discrimination and tax with tax. This 
period was succeeded by an era of reciprocity, in which com- 
mercial treaties were made preventing discrimination, and 
most of our commercial treaties of today contain provisions 
against discriminations. 


"But now it is proposed frankly and openly to subsidize the 
building of ships. The Authority will pay the difference be- 
tween the actual American cost and what the same vessel 
might have been built for in a foreign country" (S. Rept. 713, 
74th Cong., lst Sess., 1935, pages 4-5). 

Neither the reported bill nor the report itself suggested any limitation upon 
the payment of parity. 
8. House Committee Hearings and Report, 1935 
The House Committee resumed hearings on April 30, 1935. The 
transcript of hearings contains various evidences of the prevailing intention 


to place the American shipowner on a parity with his foreign-flag competitors 


in respect to construction costs; e.g., Hearings before House Committee on 





Merchant Marine and Fisheries on H.R. 7521, 74th Cong., Ist Sess. (1935), 
pages 436, 581, 611, 669, 672-673, 711, 830, 902, 913. Congress was 
aware, however, that "'a ship receiving a construction differential and an 


operating differential could still lose money" (id., pages 711-712). 
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Mr. Haag testified in a further appearance before the House 


Committee: 

'..In other words, what the subsidy should aim to do is to 
match the conditions that would exist if the American ship- 
owner went abroad, contracted for his ship there and then 
placed his ship under a foreign flag. We say: 'We are will- 
ing to give you the identical ship, built in an American yard 
at the foreign cost, and compensate you for the greater cost 
of operation under the American flag, compared with the 
cost of operating under the foreign flag. So that when you 
have that ship at the foreign cost and have been compensated 
for the differential in the cost of operations, you are virtual- 
ly on a parity with the foreigner, insofar as the ship and the 
operations are concerned. ' (id., page 804). 


* * 


".,. What we are endeavoring to do is to provide an honest 
subsidy so that we shall have an adequate number of American 
ships on the seven seas, proportionate to the amount of busi- 
ness we do in international trade. But we cannot hope to go 
into that business or to stay in that business unless we are 

put on a parity with the foreign maritime nations in the matter 
of building and operating costs. That is the primary considera- 
tion" (id., page 805). 


In response to a specific Committee request (id., pages 744-745), Mr. Haag 
again estimated the actual differential at about 40 percent (id., pages 806- 
811). He was of the view that the Government could obtain substantial re- 
ductions in costs by building a number of ships from the same basic designs 
(id. , page 813). 

Mr. Haag also pointed out that the effects of construction sub- 
sidy would be felt far beyond the shipbuilding industry. Not only would it 
"provide the maximum employment in the existing shipyards, to keep them 
busily occupied, with additional yards required (id., page 817), but also: 


"It would do something else. The instant that, in the build- 
ing of a ship -- and it is so little understood -- the instant the 
order is placed, long before the keel is laid in the shipyard, it 
puts many people to work, because, promptly, with the signing 
of an order to construct the ship, an order goes out to the steel 
plant for shapes and plates; and orders go out to other indus- 
tries for different kinds of material, such as lumber, machinery, 
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fittings, and equipment. What the building of a ship does is to 
set in motion the activities of the mines, the forests, the 
farms, the factories, and various forms of transportation. 


ae ote ae 


"Upward of 90 percent goes into labor. Name any item 
on a ship that does not represent labor. 


xe oes x 


"In my estimation, it would provide steady and continuous 
work, not only for the shipbuilding industry, but for many 
other industries. The shipyards are only a small part of 
those who participate. In the case of labor on ships, every 
State in the Union participates. This is not intermittent. 
This is a continuous thing. Once the plan is set in motion 
there will be great stimulation to employment throughout 
the entire country. And, even after the 7-year period, the 
owners, finding how they have been benefited by operating 
economical ships, will continue with the policy of replacing 
them; and we will have ships built in the United States <« heap- 
er than they have ever been built here before'"' (id., pages 
817-818). 7 


Shipping subsidies were compared to tariff protection for manu- 
facturers and to aids given to agriculture, the railroads, and other industries 
(id., pages 831-832). Mr. Haag testified that the proposed shipyard sub- 
Sidies were "in no manner or form a gift" (id., page 831). 


"It is a method of equalizing differences in the major cost 
items that go into the building and operation of a ship in 
order that Americans may be on an equality with the foreigners, 
That is certainly not a gift" (id., page 831). 


He concluded: 


"The shipping of the United States, or, as we call it, the 
merchant marine of the United States, performs a serv 
which is different from that performed by any other ind istry. 
If the United States builds the kind of merchant marine that it 
must have -- not should have but must have -- to meet its 
commercial requirements and to keep it in a strong competitive 
position throughout the world, and at the same time serve as an 
arm of the national defense -- if this Government aids in build- 
ing the ships necessary to give us that kind of merchant marine, . 
and if it never put a single ship to work but maintained them all 
in spot condition, it would be a sound investment to this country. 


wm dios 
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If a national emergency arises, even if it does not take place 
within 5, 10, or 20 years, and those ships are merely kept 
in spot condition, it would still be a sound investment for the 
Nation. 


"If we provide the aid that is necessary to place the 
American shipowner on an equality with the foreign ship- 
owner, and also if we match the aid that other countries are 
rendering their merchant ships -- when that aid attempts to 
offset what we are endeavoring to do -- we will not only pro- 
ride the ships that we must have for national-defense pur- 
poses, but we will also have ships that will enable American 
industry to go into the foreign field and sell its products. 
[This will make it possible for our private industries to 
possess the facilities with which to carry on foreign-trade 
activities and will also provide the Navy with adequate 
auxiliaries. 


"We should have proper representation upon the oceans, 
a proper place, so that we are not charged too heavily in 
tolls because of too much dependence upon foreign ships. 
We should have proper representation upon the seas so that 
we need not rely upon foreign shipping in the case ofa 
national emergency or be deprived of effective means to 
compete in foreign markets. That is what America is 
entitled to and what our merchant marine is maintained for -- 
to give us that opportunity. When we have sucha merchant 
marine and it is placed at the disposal, not only of the United 
States for the needs of national defense but of American in- 
dustry ashore, so that it can sell its products in competition 
with those of the rest of the world, we shall have attained our 
objective'' (pages 832-834). 


On June 20, 1935, the House Committee on Merchant Marine 
; a ee 

and Fisheries reported H.R. 8555—' with the following statement: 
"The construction differential subsidy shall equal the excess 
of the American cost over the fair and reasonable cost toa 


principal foreign competitor" (H. Rept. 1277, 74th Cong., 
Ist Sess., 1935, page 22). 





16/ H.R. 8555, introduced by the Committee Chairman on June 19, 1935, 
was an amended version of the original bill, H.R. 7521, upon which the 
Committee had held hearings. 
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Again there was no arbitrary limitation upon the payment of construction 


subsidy; the objective was exact parity. H.R. 8555 thereafter passed the 


House and went to the Senate. 


9. 


The Black Committee Report, June 1935 


The Black Committee also released its report in the latter part 


of June 1935. It noted that while ocean mail contracts had provided for 


construction of a few ships, 


tt 


...no real consideration seems to have been given to the self- 
evident proposition that a merchant marine must renew itself 
continuously if it is to remain a factor in national defense and 
international trade'' (S. Rept. 898, 74th Cong., Ist Sess., 1935, 
page 36). 


It warned that it was believed by many that fewer ships would be built if 


public assistance were not provided, and that: 


"The natural result of declining shipbuilding in America would 
probably be the decline of facilities for shipbuilding to such an 
extent that this country would have inadequate shipyards 
capable of expanding the American merchant marine to neces- 
Sary size under emergency conditions" (id., page 38). 


With specific reference to vessel construction, the Black 


Committee noted: 


"Under any system of Government aid, the problem of con- 
struction and its cost is particularly important... The cost of 
ships constructed for an American Merchant Marine with the 
aid of Government funds to be operated either by the Govern- 
ment or by a private individual should be rigidly scrutinized 
and provisions made to prevent profiteering in this business 
at the expense of the taxpayer. It is believed that ships for an 
American Merchant Marine can, and should be, constructed in 
private American yards" (id., pages 38-39). 


The Committee stated that while it would prefer Government ownership and 


operation to any system involving subsidy, it did not consider it possible to 


bring this about. It recommended as an alternative Government ownership 


with private operation. Should the Congress prefer the further alternative 
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of subsidized private ownership and operation, the Committee recommended 
the repeal of the 1928 Act and the adoption instead of direct shipyard and 
operating subsidies. The Committee stated: 


"The purpose of a construction subsidy is to increase the 
building of ships for foreign trade in American yards by 
equalizing the cost to American citizens of constructing them 
in American yards and placing them in operation on foreign 
trade routes with the cost of constructing the same ships in 
foreign yards and placing them in operation upon the same 
routes... 


''This amount should be paid directly by the Government to 


the shipbuilder" (id., pages 42-44). 


10 Further Senate Action, 1935 





On August 5, 1935, the Commerce Committee Chairman, 
Senator Copeland, "'upon request", introduced S. 3376, which was similar 
to S. 2582, modified in accordance with suggestions by a committee headed 
by Mr. Henry Heimann, the Director of the Shipping Board Bureau. S. 337¢ 
for the first time proposed an express statutory limitation upon the payment 


of shipyard subsidies: 


"Provided, that the construction-differential payment author 
ized by the Authority shall not exceed 33-1/3 per centum of the 
total cost of the vessel (excluding the cost of any equipment in 
corporated in the vessel for reasons of national defense), except 
in cases where the Authority possesses conclusive evidence 
that the actual differential is greater than that figure, in which 
cases an allowance not to exceed 40 per centum of the cost of 


the vessel may be made 


This limitation was adopted verbatim by the Senate Commerce Committee in 


its report on H.R. 8555 three days later (S. Rept. 1226, 74th Cong., lst 


Sess., 1935). 
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hl. Senate Action, 1936, and Final Passage of H.R. 8555 

S. 3500, introduced in the Senate in 1936, further proposed that 
where the actual differential exceeded 40 percent, the agency itsei might 
build vessels for charter to the applicant, or upon finding that the 40 percent 
subsidy was inadequate in the case of any particular foreign trade route, 
grant still additional subsidy, subject to reporting its intentions to the re- 
sponsible Congressional committee at least 30 days in advance (and during 
a session of Congress). A committee print of S. 3500 omitted the provision 
for Government construction and charter, and also limited the additional 
subsidy (over 40 percent) to 10 percent -- i,e., a total of 50 percent. 
Senator Guffey's bill, S. 4110, proposed an absolute ceiling of 33.1/3 per- 
cent. 

The Senate Committee held hearings beginning March 9, 1936 
on S. 3500, S. 4110, and S. 4111 (introduced by Senator Gibson). Mr. J. 


M. Johnson, Assistant Secretary of Commerce, testified that: 


"The 1 
plan of thi 





w construction -- and I might say in general that the 
s bill and of the Post Office and the Department of 
Commerce has been to arrive at a subsidy that would create 
parity; nothing more. That the Government would assume as 
its burden for the purposes of national defense and commerce, 
that it would absorb the difference in the cost to the United 
States flag shipowner and that of the foreign shipowners. 
Nothing more'"' (Hearings of Senate Committee on Commerce 
on S. 3500, ''Merchant Marine Act, 1936"', 74th Cong., 2d 
Sess., 1936, page 4). 


He also indicated that the actual differential for cargo vessels would be 
about 40 percent, though it might vary (id., page 6). He further indicated 
that the differential would eq ial 50 percent only in "exce ptional cases' 


(id., page 31), but that, 'I think it is worth that on the exceptional cases if 





we want a merchant marine, and it takes that much to put American ships 


on parity". 
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Both Mr. Johnson and Mr. Haag pointed out that the term sub- 
sidy was a misnomer. Mr. Johnson stated: 


"...while we call this a subsidy, it is a convenient form of 
equalization, and the shipowner and the ship operator gets 
no revenue whatever. It is just an absorption of the differ- 
ence'' (id., page 69). 


Mr. Haag explained that when the Government "'equalizes"' the cost of build- 


ing, 

'",,.no subsidy is paid to the shipowner or even to the ship- 
builder. The Government pays the American cost, and that 
ends the transaction" (id., page 70). 


He pointed out that: 


..if the Government adopted a policy of Government owner- 
ship and operation, that is precisely the cost that the United 
States Government would have to pay for that ship in an 
American yard" (id., page 70). 

He also stated that so far as the shipowner was concerned, he had the 


alternative of building vessels abroad at the lower foreign costs. 


"The Government makes him a proposition and says: 'We 
would like that ship built in the United States and we would 
like that ship registered under the American flag.' The 
Government says: 'We are willing to make up the difference 
and equalize the higher American building costs and the 
higher American operating costs, ' 


aie xe oe 
"When the Government stops at equalization, it does not 

constitute a subsidy. That merely provides parity in pre- 

cisely the same way that the shipowner can do it if he went 

abroad to do the job" (id., page 71). 

Mr. J. C. Peacock, then Director of the United States Shipping 
Board Bureau, testified that for large combination cargo and passenger 
vessels the actual differential was probably under 40 percent and perhaps 
in instances under 33-1/3 percent, but that as to cargo vessels, "'the 


figure would run at least 40 percent, and perhaps between 40 and 50 per- 


cent", He did not believe that fluctuations in exchanges were an important 
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factor as suggested by Senator Vandenberg. He warned that proposals to 
limit construction-differential subsidy to 33-1/3 percent, i.e. below parity, 
"just practically nullifies the provision for construction differential there 
because there could not be any adequate one as to cargo ships, which we 
need most" (id., pages 80-81). 

Mr. Peacock agreed with the Chairman of the Committee and 
with Mr. Haag that construction subsidy "is not a subsidy but simply an 
attempt at parity'' and that it was received by the shipbuilder and not by the 
operator (id., page 84). He subsequently stated that ''our information is 
very definitely that on cargo ships or even cargo combination vessels the 
differential would range from 40 up to 50 percent" (id., page 100). 

Mr. O.P.M. Brown, testifying in support of the Guffey bill, 
stated, inter alia, that he had read of instances in which the actual con- 
struction-differential on a 13-knot freighter was as low as 32 percent (id., 
page 110). 

Mr. John Franklin, President of the International Mercantile 


Marine Co. and United States Lines, stated in behalf of the American Steam- 


Te 
ship Owners Association that ''we do not presume to pass judgment, but we 
| re 
must point out the 50-percent differential subsidy will not always be sufficient 
ste 
to give parity of cost in the case of cargo ships", and that "unless parity of 
ac 


costs is obtained", new construction was ''exceedingly doubtful" (id., page 
als 
169). 
S. 3500, as reported by the Senate Committee on March 26,1936, | 
contained substantially the same limitation as had the committee print of 
S. 3500, supra, except that it required the prior approval of the President 
to grant subsidy on payments in excess of 40 percent (but not to exceed 50 


percent), instead of giving Congress a 30-day veto power. The Senate re- 


port stated: 
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"Part I of this title provides for the payment by the Author- 
ity to the shipbuilder of the difference between the American 
and foreign cost of building such ship. The new ship must be 
one required for foreign commerce and Suitable as a naval 
auxiliary 


'This construction differential subsidy is limited to 33-1/3 
percent of the American cost, except where the Authority 
possesses conclusive evidence that the actual differential is 
greater, in which case an allowance not to exceed 40 percent 
may be made. Inno case can the construction differential ex- 
ceed 40 percent, unless the President shall determine that in 
some particular case an additional 10 percent may be granted. 


"Differences of opinion have arisen as to the extent to 
which the construction subsidy should be limited. The ad- 
vocates of S. 4110 would place an absolute limit of 33-1/3 
percent and have stated that there is no proof that this is in- 
sufficient. This statement is somewhat misleading in view 
of voluminous testimony before this committee and the 
Merchant Marine and Fisheries Committee of the House, as 
well as the records of the Post Office and Commerce Depart- 
ments, It must be borne in mind that a chief purpose of this 
act is to get ships built in American yards; if the cost of con- 
struction here exceeds by more than 33-1/3 percent the cost 
of construction abroad, we still want to build ships here. It 
is now believed by all \l experts on the subject that the differen 
ps 1S approximately 40 percent, and this is 
type of ship most urgently needed for our merchant marine 
(S. Rept. 1721, 74th Cong. 2d Sess., 1936, pages 14-15). 












tial on cargo ‘shi 





Ten members of the Committee, headed by Senator Guffey, signed a minority 
report recommending against the passage of S. 3500. The majority report 
stated, supra, that the advocates of the Guffey bill were not convinced the 
actual differential would exceed even 33-1/3 percent. The majority report 
also commented: 


"It is Significant that those who wish to limit the construction 





subsidy to 33- 173 “percent if the sh hip 18 to be owned | and 

oper rate d privately, are willi ing to empower the same 1e Maritime 
Authority to build the ship without limit it upon the cost if built 
by, or to be owned by the Government. The fact is, that 5. 3500 
places an absolute limit of 40 percent upon the Authority, anda 


limit of 10 percent additional if approved by the President; 
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S. 4110 by authorizing Government construction, places no 

limit whatsoever upon the construction differential, and the 

Authority can build the ship regardless of cost" (ibid. ). 

On June 13, 1936, there was presented to the Senate the final 
Copeland-Guffey-Gibson Compromise, in the form of amendments to H.R 
8555, the bill which had passed the House the previous year. The com- 
promise provided, as did the final Act, for shipbuilding subsidies to achieve 
parity, subject to a limitation of 33-1/3 percent, or upon "'conclusive 
evidence" that the actual differential is greater, a limitation of 50 per- 


cent. 22/ The final bill passed the Senate without a roll-call, and passed 


the House by a vote of 225 to | 


D. Developments Subsequent to 1936 
The policy reflected in the 1936 Act, including the parity principle, 


has been reviewed and approved in numerous committee reports and hear- 
ings and official studies in the years subsequent to 1936. Congress on 
several occasions has been made aware that changing relationships between 
U.S. and foreign construction costs, may frustrate the parity objectives of 
the 1936 Act. In each such instance either intervening circumstances 
have obviated the necessity of final Congressional action or Congress has 
in fact acted to avoid frustration of its basic policy. 


c The Economic Survey and the 1938-1939 Amendments to the 
Merchant Marine Act, 1936 





In its ''Economic Survey of the American Merchant Marine" in 


November 1937, page 64, and in testimony of its Chairman before the House 


17/ For references to the percentage limitations in the House and Senate 
debates in 1936, see 80 Cong. Rec. 7266, 9900, 9921, 10569, 10775 (1936). 


18/ 80 Cong. Rec. 10576 (1936). 
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and Senate Committees in December 1937 and in 1938, 22/ the Maritime 


Commission recognized that because of rising costs in United States ship- 
yards, the actual differentials might exceed 50 percent, and thus frustrate 
the basic parity objective. 


"The limitation in this provision will present a real obstacle 
to the construction of new units for our merchant marine 
whenever foreign shipyard costs are less than half of ours, 
for in such a case it would be cheaper to build abroad rather 
than here, even after taking into consideration the maximum 
subsidies allowed under the act". 20/ 


However, it stated that it doubted the wisdom of an immediate increase in 
the 50 percent limitation, because of the burden on the Treasury, and 


recommended, as an alternative, that the 1936 Act be amended 
",..to permit construction abroad in all cases in which the 

foreign costs are less than half the costs here, registry here 

being required as soon as practicable, and the vessel so 

built and registered being eligible for an operating-differential 

subsidy as if built here'' (Economic Survey, page 64). 


It stated that if experience showed that its recommendation for building 


abroad proved insufficient, 

".,.it always will be possible for Congress, whenever it 
thinks it wise to do so, to increase the protection accorded 
our shipyards either by raising the 50-percent limitation or 
in some other manner"! (id., page 65). 


The Senate Committee approved the Commission's recommenda - 


21/ 


tion, ——" and it was passed by the Senate. However, the House Committee 


19/ Hearings before House Committee on Merchant Marine and Fisheries 
on H.R. 8532, "Amending Merchant Marine Act, 1936", 75th Cong., 2d 
Sess. (1937), pages 7, 20-22. Hearings before Senate Committee on 
Commerce on S. 3078, ''Amending the Merchant Marine Act of 1936", 75th 
Cong., 2d Sess. (1937), pages 19-21; see also pages 1160, 1162-1170. 


20/ "Economic Survey of The American Merchant Marine", page 64. 


21/ S. Rept. 1618, 75th Cong., 3d Sess. (1938), pages 9-10. 
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2/ 


stated it desired to make a further study of the proposal, 22 and it was 


omitted from both the House bill and the bill thereafter approved by the 
Conference Caaaniities 22! The House itself authorized further study, by 
H. Res. 498, 75th Cong., 3d Sess. (1938), but the proposal was apparent- 
ly dropped because of the intervening war crisis in Europe. 

There was set forth in the printed hearings before the Senate 
Commerce Committee in 1937-1938, an opinion by the Commission's 
General Counsel, Mr. Max O. Truitt, discussing the nature of the findings 
required under section 502(b) where there was a possibility, under an 
escalation clause, that the actual differential might exceed 33-1/3 percent 
but not 50 percent). Mr. Truitt, in reviewing the legislative history of 


the 1936 Act, stated: 


22/ H. Repts. 1950 and 2168, 75th Cong., 3d Sess. (1938), page 10. 


23/ H. Rept. 2582, 75th Cong., 3d Sess. (1938), pages 23-24. The 
Conference Committee added (and Congress enacted) a provision author- 
izing the Commission to negotiate a construction contract to reduce the 
differential to 50 percent or less, where the differential under competitive 
bid proceeds would exceed 50 percent. 

The Maritime Commission had also suggested it be permitted to 
authorize construction abroad even where the actual differential was be- 
tweeen 33-1/3 percent and 50 percent, if in its opinion the bids received 
from domestic yards were unreasonable and excessive. This recommen- 
dation was approved by the Senate Committee, but was likewise deferred 
by the House Committee for further study and apparently thereafter 
dropped. 


The Commission also recommended, and Congress enacted, several 
other pertinent changes in Title V of the 1936 Act, including substitution 
of a requirement of ''convincing" instead of ''conclusive 
the actual differential exceeds 33-1/3 percent. 


! 


evidence when 
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"Every bill proposed in Congress, every hearing upon every 
bill, every committee report, and every statement made in 
connection with American construction recognized that such 
construction costs more than construction abroad, and further 
recognizes that if ships are to be constructed in the United 
States as provided by the Merchant Marine Act of 1936, the 
difference between the cost of construction here and construc - 
tion abroad must be paid by the Government. 


‘Implicit in the Merchant Marine Act of 1936 and in every 
bill introduced with the intention that it would become the 
Merchant Marine Act of 1936 is the thought that the Maritime 
Commission should have authority to pay the difference be- 
tween American and foreign construction costs of vessels 
which it considered should be constructed in American yards, 
hat this construction-differential subsidy should equal but not 
exceed the difference between the American and the foreign 
cost. The limitation of this amount found in various bills, 
and the present 50-percent limitation in the act represent the 
thought of the authors that the difference between the American 
and foreign construction cost could not exceed the percentage 
figure in question"! (hearings before Senate Committee on 
Commerce on S. 3078, ''Amending the Merchant Marine Act of 
1936", Part 12, 75th Cong., 3d Sess., 1938, page 1221). 





In amending section 502(b) in other respects, Congress in 1939 
reaffirmed the parity principle of the 1936 Act, stating that ''The object of 
the Merchant Marine Act is °> put our operators on a comparable basis with 

1 24 ‘ : } 
foreign operators''.——' Further expressions of the parity principle are con- 
tained in memoranda submitted by the Maritime Commission to the House 
Committee on Merchant Marine and Fisheries, reprinted in the 1939 hear- 
25/ 
ings. — 
e: Emergency Legislation, 1940-1942 
——— EEE SS a 


In late 1939-1940, it became increasingly difficult to obtain in- 


formation on current foreign shipbuilding costs. The Commission was 


24/ H. Rept. 824, 76th Cong., lst Sess. (1939), page 5; also S. Rept. 724, 
sT. ’ 7 
76th Cong., lst Sess 1939), pages 6-7. 


25/ Hearings on H.R. 5130, 76th Cong., lst Sess. (1939), Part Il, pages 
191, 200, 211. 
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therefore placed in a position either of being unable to fix any differential 
at all or of fixing a differential at an extremely conservative figure in 
view of the probable increase in foreign construction costs during the war, 
The problem was complicated by the fact that an operator purchasing a 
new vessel under those conditions would immediately be placed ata dis- 
advantage, i.e., disparity, at the termination of hostilities when it was 
anticipated that there would be a substantial drop in construction costs in 
the European countries. Therefore, the Commission in 1940 requested 
authority from the Congress to determine estimated foreign costs under 
section 502(b) upon the basis of conditions existing prior to September 3, 
1939, which were felt to be more representative in the long range. That 
authority was granted in P.R. No. 82, 76th Cong., 3d Sess. (1940), and 
thereafter extended by P. L. 610, 77th Cong., 2d Sess. (1942). Congress 
thus evidenced its willingness to vary the formula fixed in the 1936 Act 
where it was clearly necessary in order to achieve, ona long range basis, 
26/ 

parity of construction costs.— 

In requesting such authority from the Congress, Admiral E. §S. 
Land, Chairman of the Maritime Commission, referred to "'the policy of 
parity'' as ''a basic principle of the act"'. He stated that: 

"It appears improbable that Congress, when it enacted the 
Merchant Marine Act, 1936, intended that the activities of 


the Commission in carrying out the construction program 
which is the cornerstone of that act should cease if it became 


26/ See the Commission's Annual Reports to Congress for the years 1940 
(page 8), and 1941 (pages 1314). 





CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 79 


impracticable to apply a yardstick based on contemporaneous 
construction contracts or because private commercial ship 
construction abroad practically has ceased". 27/ 
A similar statement was made by the House Committee in its report. 28/ 
In its report on the extension in 1942, the House Merchant 
Marine and Fisheries Committee emphasized the necessity for "continuity 
of the long-range program"'. It stated: 
"Only in this way can the merchant marine policy of the 1936 
act be maintained in the case of those private operators who 


have come under the program and are —T out a long- 
range replacement program under the act". 29/ 


According to subsequent testimony the differentials actually 
allowed under the emergency legislation amounted to 50 percent, 30/ 
3. The Postwar Economic Policy Report 
On May 8, 1945, a special House Committee on Post-War 
Economic Policy and Planning released its report entitled "The Post-War 
Foreign Economic Policy of the United States'' in which it reviewed ship- 
ping and shipbuilding problems along with numerous others. It concluded, 


inter alia, that ''the private shipbuilding industry should not be permitted 





to decline beyond a minimum volume compatible with the requirements of 
national defense and safety" and recommended the continuation of shipyard 
subsidies, "'as part of the cost of national defense'' (H. Rept. 541, 79th 


Cong., lst Sess. (1945), pages 56-57). 


27/ S. Rept. 1646, 76th Cong., 3d Sess. (1940), pages 3-4. 
28/ See also H. Rept. 2180, 76th Cong., 3d Sess. (1940). 
29/ H. Rept. 2188, 77th Cong., 2d Sess. (1942) (to accompany S. J. Res. 130). 


30/ See House Appropriations Committee Hearings on Second Supplemental 
Surplus Appropriations Recession Bill, 1946 (79th Cong., 2d Sess., 1946), 
page 103; and Senate Appropriations Committee Hearings on First Supplemental 
National Defense Appropriations Bill for 1942 (77th Cong., lst Sess., 1941), 
page 250. 
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4. The Harvard Report 
The so-called Harvard Report3!/ in June 1945 specifically 


considered and approved the basic Maritime policy established in the P 
1936 Act, including the parity principle underlying shipbuilding subsidies. P 
It noted generally, with respect to the shipbuilding industry: ( 


"The factors which make Federal assistance necessary have ‘ 
not changed. 


* * & 


"The high-cost structure is one fundamental reason why the 
Federal Government must assume responsibilities for the ( 
industry if it is to continue" (id., pages 164, 166). 


* ok ox 


"The authors submit that the history of shipbuilding between 
the World Wars and the record in World War II point to one 
conclusion, i.e., the most indispensable single factor in the 
success was the nucleus of experience in the private ship- 
yards. 





"Nevertheless, although the final result was a success, there 
was too great a risk of failure and the costs were too high. 
To repeat the mistakes of this era might be disastrous. 


mk oo ok 


"There is one very real reason why the country should not 
permit another era of disintegration of shipbuilding to occur, 
i.e., it takes a considerable period of time even under the 
greatest pressure to build a shipyard and attain full production" 
(id., page 184). 


31/ "The Use and Disposition of Ships and Shipyards at the End of World 

War II", A Report prepared for the United States Navy Department and the 
United States Maritime Commission by the Graduate School of Business 
Administration, Harvard University, June 1945. 
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5. ''The Postwar Outlook for American Shipping" 
During the war the Maritime Commission had also established 
a Postwar Planning Committee to appraise the postwar outlook and make 


2/ 


appropriate recommendations. Its report, © transmitted to the House 
Committee on Merchant Marine and Fisheries on July 10, 1946, further 
emphasized the necessity for maintaining a strong merchant marine for its 
contributions both to national defense and to the foreign trade of the United 
States. It referred to the differentials in domestic and foreign construction 
" 


costs and stated, ''The only practicable way which has been found to offset 


these differentials is by means of subsidization" (page 59). It cautioned that: 


"Regardless of the amount of aid extended by the Government, 
it is important that there be continuity of policy. Our record in 


this respect is not good. The subsidized lines have a right to 
expect stability in the principle of parity, as embodied in the 
Merchant Marine Act" (id, » page 62). 


6. Report of the President's Advisory Committee 


The Report of the President's Advisory Committee, also known 
as the Keller Report, was filed in November 1947 after hearings extending 
over five months. It recommended that at least in the early postwar years, 
shipyard subsidy be allowed at the maximum 50 percent rate, as had been 
the war-time practice, because of "'the uncertainty of industrial conditions, 
both at home and abroad", ''the added cost of American standards for safety 
of life at sea and for crew's accommodations", and "'the pressing national 
security needs for ships and shipbuilding" (page 9). The Committee stated 
it had found no immediate cause for concern with respect to shipyard 


facilities but that: 





32/ The Postwar Outlook for American Shipping, A Report Submitted to the 
United States Maritime Commission by the Postwar Planning Committee, 
June 15, 1946. 
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"In the case of personnel however, there is cause for alarm if 
this country is not to lose a minimum industry capable of war- 
time expansion. Managerial know-how, technological and 
design staffs and specialized skilled trades must be preserved 
at some level of employment. 


"Perhaps as important as any other aspect is the necessity 
that there be an incentive for young men to enter the trades and 
professions which comprise the industry, in order that the 
older men may be replaced as they drop out... The necessary 
incentive can come only from the prospects of continuing em- 
ployment and of advancement in the professions and trades con- 
cerned. Unless shipbuilding is continued, this incentive will 
disappear completely. The Committee believes this to bea 
matter of grave concern"! (page 47). 


The Committee also found "a general lac, of understanding as 
to the purpose of shipping subsidies'', which it stated do not ''guarantee a 
profit" (pages 65-66). It concluded that ''the basic philosophy and the gener- 
al provisions of the Merchant Marine Act of 1936 are sound and that the act ; 
should be retained as the foundation for our national merchant marine policy" | 
(page 6). 

Following submission of the Advisory Committee's report, the 
President, by letter to Admiral W. W. Smith, Chairman of the Maritime 
Commission, and to the Speaker of the House, on April 16, 1948, 33/ re- 
quested: 

"...immediate steps...to determine what additional ship con- 

struction is economically justified at this time as evidenced by 


willingness on the part of industry to purchase vessels con- 
structed. "' 


33/ Hearings before House Committee on Merchant Marine and Fisheries 
on H.J. Res. 377, 398, 412, and 413, ''Hearings of Merchant Marine and 
Fisheries Committee on Merchant Marine Act of 1936 and the Ship Sales 
Act of 1946", 80th Cong., 2d Sess. (1948), page 447 
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The President stated that: 


"The Government's participation should be based upon the 


principle of _providing through subsidy the diffe rential in cost 
- ee —_—_—— 





be tween fore zs and « lomestic ‘construction as provide d in 
Title V us of th “Merc hant Marine Act" 











Legislation to fix the allowance at 50 percent for the period 
July 1, 1948 to July J], 1951 was subsequently introduced in the House 
(H.J. Res. 398 and H. J. Res. 413). The Maritime Commission supported 
the proposal asa "temporary measure...to stimulate the building of ships" 
even though it stated it did not believe actual differentials were that high, 
and opposed any permanent measure as ten ling to "de stroy the soundness 
of the principle of parity" (id., pages 385, 395, 604, 614) 

The House Committee on Merchant Marine and Fisheries favor- 
ably reported H.J. Res. 413 (H. Rept. 2055, 80th Cong., 2d Sess., 1948), 


and it was passed by the House (94 Cong. Rec. 8217-8219, 80th Cong., 2d 


Sess., 1948). However, the Senate adjourned without action. 34/ 


7. Investigations of the Comptroller General and the Hardy 
Committee 
Beginning with the fiscal year 1948, the Comptroller General 


conducted a series of detailed audits of the activities of the former Maritime 


Commission. Although there were numerous comments and recommendations 


34/ The 50 percent fixed differential proposal was considered in 1948 in con- 
junction with various other proposals to amend the 1936 Act (for example, a 
companion resolution, H.J. Res. 412, proposed, inter alia, to eliminate the 
essential trade route requirement under Title V of the 1936 Act, and to ex- 
tend construction-differential subsidies to the domestic trade). A number of 
these proposals were revived in 1949, and some ultimately were enacted in 
1952 in the Long Range Shipping Bill, infra. However, the fixed differential 
proposal was not revived in 1949. In this connection, see Hearings before 
the House Committee on Merchant Marine and Fisheries on H.R. 3289, etal., 
"Amending the Merchant Marine Act, 1936, as Amended", 8lst Cong., Tst 
Sess. (1949(, page 25. 
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with respect to the administration of certain aspects of the subsidy program, 


neither in the GAO Audit Reports nor in the related Committee hearings and 


35/ . ; 
reports—' was there any question as to the wisdom of the underlying Principle 


of parity 


4c 


8. Report of the Secretary of Commerce, 1949 


The Report of the Secretary of Commerce to the President in 
December 1949, entitled 'Issues Involved ina Unified and Coordinated 
Federal Program for Transportation", also referred to and implicitly ap- 
proved the parity principle as to both shipyard and operating subsidies 


(pages 11-14, 20-21). 


9. The Magnuson Report, 1950 
36/ 


The Magnuson Committee report,-—’ submitted in 1950 following 
extensive investigations by a subcommittee of the Senate Interstate and 


Foreign Commerce Committee, also reaffirmed the parity principle under- 


lying the 1936 Act. It described construction subsidies as ''subventions to 


35/ H. Rept. 1423 (Fourth Intermediate Report of the Committee on Execu- 
tive Expenditures), 8lst Cong., lst Sess.(1949); H. Doc. 465 (Comptroller 
General's letter and audit report for years ended June 30, 1948 and 1949), 
8lst Cong., 2d Sess.(1950); Hearings before Subcommittee of the House Com- 
mittee on Executive Expenditures (the Hardy Committee), 8lst Cong. , 2d Sess 
(1950); H. Rept. 2104 (Sixth Intermediate Report of the Committee on Executive 
Expenditures), 81st Cong., 2d Sess.(1950); H. Doc. 93 (Comptroller General's 
letter and audit report for year ended June 30, 1950), 82d Cong., Ist Sess, 
(1951); H. Doc. 383 (Comptroller General's letter and audit report for fiscal 
years 1952 and 1953), 83d Cong., 2d Sess. (1954); H. Doc. 472 (Comptroller 
General's letter and audit report for year ended June 30, 1951), 82d Cong., 
2d Sess. (1952); S. Rept. 861 (Report of Senate Committee on Government 
Operations on Audit Reports of Comptroller General), 83d Cong., 2d Sess. 
(1954); see also S. Rept. 2685, 8lst Cong., 2d Sess. (1950). 


36/ S. Rept. 2494, ''Merchant Marine Study and Investigation", 8lst Cong., 
2d Sess. (1950). 
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American shipbuilders", and stated that its conclusion was "that the result 
is a rewarding one for the taxpayer as well as the shipyards and ship 
le operators" (page 39). 

The report reflected concern with increasing differentials, and 
concurred in the recommendation of the President's Advisory Committee, 
supra, that for a period at least there should be a continuance of the war- 
time maximum construction-differential allowance of 50 percent. It added 
that there was evidence even then "'that differentials might be over 50 per- 
cent'' (page 40). 

In February 1950, Maritime Commission Chairman Fleming 
also estimated that the actual differential "under present conditions. ..may 


u37/ He testified: 


run to 50 percent or even over that. 
"My concern is that we want to keep our shipbuilding industry 
alive and if they can so far underquote American yards, the 
chances are that others may place their orders foreign. 


"Iam not prepared at this time to recommend to the Con- 
gress any change in the 50 percent top limit. We are making a 
study of it and it might come up in another session of Congress 
and we will or we might make a suggestion". 


10, The Long Range Shipping Bill 


In 1952, Congress enacted the so-called Long Range Shipping 


a Bill (P. L. 586, 82d Cong., 2d Sess.), which, inter alia, eliminated the 
$8, ——— ed 

existing restriction of shipbuilding subsidy to vessels to be used on an 

8 


essential service, route, or line in the foreign commerce of the United 
States. The Senate Commerce Committee strongly supported the parity 


principle in its report in April 1951: 





37/ House Appropriations Committee Hearings on Independent Offices 
Appropriations for 1951 (8lst Cong 2d Sess., 1950), pages 1127, 1142. 


? 











86 CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 


"The Merchant Marine Act, 1936, as amended, is the corner. 
stone of our national maritime policy. In the 14 years of ex- 
perience in applying the principle of parity to enable our ship- 
builders and shipowners to compete with their foreign counter- 
parts, the act has proven to be a valuable instrument in the 
growth and development of our merchant marine. Our recent 
experience in the prewar and postwar periods of World War II 
have clearly demonstrated that the value of the subsidy program 
to the commerce and security far exceeded its out-of-pocket 
cost to the Government" (S. Rept. 295, 82d Cong., Ist Sess., 
1951, page 1). 


Similar statements were contained in the report of the House Committee in 
June 1952 (H. Rept. 2221, 82d Cong., 2d Sess., 1952, page 5), and ina re- 
port submitted by the Secretary of Commerce during the pendency of the 
Long Range Bill (H. Doc.213, ''Scope and Effect of Tax Benefits Provided 
in the Maritime Industry", 82d Cong., lst Sess., 1951, page XI). 


ll. Report of the Secretary of Commerce, 1952 





The Report of the Secretary of Commerce to the President 
‘1 vie 38/ 
entitled ''American Merchant Marine and the Federal Tax Policy", — 
November 1, 1952, and transmitted by President Truman to the Congress 
in January 1953, also concluded: 
"The parity principles of the 1936 act...are sound and are 
essential to the continuance of the American merchant marine" 


(page 85). 


12. The Board's Decision Fixing the Sales Price of the 'Independence' 
and ''Constitution". 





The Federal Maritime Board also referred to the parity principle 
in its decision in Sales Prices of 'Independence" and ''Constitution"', Docket 


No. S-47, 4 F.M.B. 216 (1952). It there stated: 


38/ The report was prepared by the Maritime Administration. 
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- ",.,.the whole objective of Title V is to permit the purchase 


of the American ship by the American operator at the closest 
possible approximation to the actual dollar price that it would 
have cost him had the ship been built foreign" (id., page 228). 


It held that its estimates of foreign costs in calculating construction- 
differential subsidy must be based on the cost of the vessel if built to 
American, not foreign, standards, even though: 


"We recognize, as did the Commission, that this construction 
of the act does not achieve full capital parity between the Ameri- 
| can operator and his foreign competitors and that, to this extent, 
the Act falls short of its general objective of putting the Ameri- 
can ship buyer and operator on a capital parity with his foreign 
competitors. However, we believe that the remedy, if one is 


required, should lie in an appropriate amendment of the Act" 
(id. , page 221). 


It concluded: 





"We believe the principle of parity underlying the Act is basic- 
ally sound, but it is apparent that some of the procedures laid 
down in Title V to achieve this principle, while suited to the more 
or less static conditions and relationships that may have existed 
in 1936, are inadequate today in light of changes and fluctuations 
of economic conditions created by the ordinary passage of time 
and by World War II" (id., page 259). 


13. The Potter and Weichel Hearings, 1953 





In hearings held in 1953 by the Potter Subcommittee of the Senate 
Committee on Interstate and Foreign Commerce, the Undersecretary of 
ce" Commerce for Transportation, Mr. Robert B. Murray, testified as to the 
necessity for maintaining a mobilization base in the shipbuilding industry: 


"Prior to World War I, our Nation had no shipbuilding industry, 
yards, ways, skilled labor, or management experience. Such 
an industry was created under the pressure of that war. Despite 
the vast expenditure then entailed, only a handful of the World 
War I built vessels were ready in time for war use. Again, just 
prior to World War Il, this country had some ships and some 
major shipyards in operation. I think it is clear that, unless 


there is a going industry and management experience in existence 
at the outbreak of a war, the time required to build and man an 
industry is preatly prolonged because of the absence of an exist- 
ing nucleus around which the expansion may take place. Had we 


not had this nucleus at the beginning of World War Il, there is 
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grave doubt whether completely new ships and the many new 
shipyards could have been built and operated in time" 
(Hearings before the Senate Interstate and Foreign Commerce 
Committee on ''Merchant Marine Studies (Maritime Sub- 

sidies)", Part 1, 83d Cong., Ist Sess. (1953), page 13), 


Undersecretary Murray appeared also before the House Com- 
mittee on Merchant Marine and Fisheries, headed by Representative Weichel, 
which was considering a number of proposed amendments to the 1936 Act. 
Mr. Murray agreed at one point that "if it were not for that subsidy program, 


the bulk, if not all, the construction would be abroad and we wouldn't even 


» ool 
have any shipyards", — 


Mr. H. X. Kelly, President of Delta Line, urged, inter alia, 
that the Federal Maritime Board be givena ''free hand" in determining con- 
struction subsidy, notwithstanding the existing percentage limitations, in 


order to insure the payment of parity (pages 285-287). 


14. The Ocean Shipping Panel Report, 1953 


The Ocean Shipping Panel to the Transportation Council for the 
Department of Commerce in an ''Analysis of Construction and Operating 
Subsidies'' under the 1936 Act, dated October 12, 1953, also considered and 
concurred in the basic philosophy of the 1936 Act: 


"The 1936 Act introduced the sound principle of cost parity 
with foreign flag competition on the grounds that anything less 
would not produce the desired results. 


x * 


"In reality, construction subsidy is aid to the shipbuilding in- 
dustry and not to the shipowner, who merely has the opportunity 
to buy his vessels at the foreign construction costs which would 
otherwise be available to him. If this nation is to have a mer- 
chant shipbuilding industry, it is clear that the high domestic 
construction cost must be offset by Government aid" (page 9). 


39/ Hearings before the House Committee on Merchant Marine and Fisheries 
on Proposed Amendments to the 1936 Merchant Marine Act, 83d Cong., Ist 
Sess. (1953), pages 266-271. 
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It reviewed prior studies and concluded: "All of the official investigations 

and reports affirm the soundness of the principles of the 1936 Act" (page 10). 
The panel pointed out that even with shipyard subsidies, the 

1936 Act does not ''permit purchase of an American ship at as low a price 

as a competing foreign ship built abroad to lower foreign standards" 

(page 12). It also referred to the misuse of the term ''subsidies'': 
"The use of this term is rather unfortunate because to the 
popular mind it connotes a gift, grant, or dole instead of 
payments for contractual conditions fulfilled and services 
rendered and to be rendered over the period of the contract. 
These payments are not subsidies in the usual sense of the 


term but are contract payments for contract services" 
(page 16). 


Its conclusion was that ''The parity principles of the 1936 Act are sound and 


have worked well in practice" (page 23). 


15. The "Maritime Subsidy Policy" Report, 1954 


In April 1954, the Department of Commerce and the Maritime 
Administration concluded an extensive study with the object of making "'a 
general reappraisal of the policies established by the Merchant Marine Act, 


1936, as amended, for the purpose of determining their effectiveness in 


40/ 


meeting present day maritime problems". The resultant report strongly 


supported the parity policy, which it described as "'the basic principle" of 
the 1936 Act. It stated: 


"The practice of assisting domestic industry which might 
compete with foreign industry is not uncommon to the United 
States. It is in fact the central idea of the protective tariffs 
and import quotas which, while no direct subsidy is involved, 
tend to equalize or favor competitive opportunities for affected 
domestic industries. 





40/ "Maritime Subsidy Policy", April 1954, Foreword. 
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"Neither is the parity of cost idea new as a device upon 
which to base assistance. The concept in legislative form 
was employed during the early 1920's as a method of de- 
termining tariff rates. 


"The parity concept appears to be the best method that 
has been suggested for granting operating and construction 
subsidy to American shipping" (pages 83-85). 


It concluded: 


"Our basic national maritime policy is sound. Indeed, 
its objectives are so fundamental to the national interest 
that their attainment should be given primary consideration 
at all times" (page 119; see also page 120). 


In May 1954, in Senate Committee hearings concerning the 


Maritime Subsidy Policy report, Undersecretary Murray testified that: 


16. 


"The parity concept of subsidy determination...is sound in 
principle and the best method which has been suggested so 
far as a basis for direct Government aid''(Hearings before 
a Subcommittee of the Senate Interstate and Foreign Com- 
merce Committee, 83d Cong., 2d Sess., 1954, page 116). 


House Committee Survey, 1954 


In a Survey of the American Merchant Marine Policies and 


Problems, prepared for the House Committee on Merchant Marine and 


Fisheries in 1954, 41/ following the Maritime Subsidy Policy report, it 


was stated, in approving the parity principle: 


"The principles set forth in the 1936 and 1946 acts now 
seem firmly established as a matter of national policy insofar 
as one may judge from responsible expressions of support. 
Every major report from both the legislative and executive 
branches of the Government since World War I has affirmed 
the essential soundness of the policies and principles of the 
1936 Act" (page 2). 


41/ Committee Print, §3d Cong., 2d Sess. (1954). 
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17. The House Committee Hearings, 1955 

In 1955, the House Committee on Merchant Marine and Fisheries 
conducted a broad study of the operations of the Board and Administration, 
followed by hearings dealing specifically with the problem of vessel replace- 
ment. Approval of the parity principle was implicit. See the testimony of 
Mr. J. J. McMullen, Chief, Office of Ship Construction (Hearings before 
the House Committee on Merchant Marine and Fisheries, ''Study of the 
Operations of the Maritime Administration and the Federal Maritime Board;:, 
84th Cong., Ist Sess., 1955, pages 40-41), and of Mr. H. M. Hochfeld, 
Deputy Director for Government Aid, Federal Maritime Board (id. » page 
156); and statements by the Committee Chairman in the committee report 


following the Vessel Replacement hearings. 4¢/ 


18, Maritime Study, 1956 
In April 1956, the Secretary of Commerce submitted to the 
President a study prepared by the Maritime Administration entitled, ''A 
Review of Direct and Indirect Types of Maritime Subsidies with Special 
Reference to Cargo Preference Aid". This study likewise supported the 
parity principle underlying construction-differential subsidy, stating, inter 


alia: 





"The principle behind this type of aid is based upon the 
realization that operators of vessels registered in the United 
States must be provided with parity as to vessel construction 
cost"' (page 4). 


42/ Hearings before the House Committee on Merchant Marine and 
Fisheries on H.R. 4118 and H.R. 5959, "Vessel Replacement Program", 
84th Cong., Ist Sess. (1955), pages 197-198; H. Rept. 843, 84th Cong., 
Ist Sess. (1955), pages 5, 10. 
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In summary, the paramount objective of Congress in providing ship- 
yard subsidies in the 1936 Act was to place domestic shipyards in a position 
to sell vessels to United States operators at prices on a parity with foreign 
construction costs. Congress thereby sought to induce U.S. citizens to 
construct vessels in domestic rather than in lower-cost foreign yards to 
insure the maintenance of an American shipbuilding industry, which it con- 
siders vital to the national defense. These subsidies are intended for the 
benefit of the shipyard, not the vessel purchaser. The term ''subsidy'"' is 


actually misleading, since the shipyard receives only its costs, 43/ and the 


purchaser of the vessel is placed in no better position than if he had con- 
structed his vessel ina foreign yard. Indeed, it is anomalous that while 
the shipyard benefits, it is the vessel owner and not the shipyard who must 


bear the brunt of various restrictions attendant upon the payment of such 


subsidy. s4/ 


43/ Section 505(b) of the Act provides for recapture by the Government of 
any excess shipyard profits ou vessels constructed with subsidy. 


44/ E.g., under Title V of the Act, the vessel must remain documented 
under the American flag for at least 20 years; it may not be operated in the 
domestic trade of the United States except in limited instances and upon con- 
dition that the owner rebate a portion of the subsidy paid on the vessel; and 
the vessel is subject to requisition by the Government at its actual cost less 
subsidy, subject to depreciation, even though its actual value (and those of 


comparable foreign-built vessels) may be much greater. There are numerous 


additional restrictions imposed upon the recipient of operating subsidy which, 
as a practical matter, it is also necessary to consider. See statement by 
Admiral Cochrane, Chairman of the Maritime Commission, in Hearings 
before the House Committee on Merchant Marine and Fisheries, 82d Cong., 
lst Sess., on S. 241 (the Long Range Shipping Bill) (1952), pages 490-497. 
Thus, construction subsidy and operating subsidy are complementary, and, 
even with construction subsidy, it has been feasible to undertake new con- 
struction for U.S. -flag berth operations only where there is assurance 

also of receiving operating subsidy for operation of the vessel thereafter. 
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As shown by the analysis above, the parity principle underlying 
shipyard subsidies has been reviewed on numerous occasions since 1936 by 
Congress and by other Government agencies. In each instance the parity 
principle has been strongly endorsed as the most effective way to maintain 
the domestic shipbuilding industry. 

With respect to the 50 percent limitation in section 502(b), it is 
clear that Congress in 1936 did not believe that the actual cost differential 
would in any event exceed 50 percent. The limitation was fixed at the 50 
percent level not to limit the payment of parity but to provide a margin of 
safety to insure that the Maritime Commission would have the necessary 
authority to achieve parity in any given case. 

On those occasions subsequent to 1936 when changing conditions 
have threatened to frustrate the parity policy, Congress in each instance 
has indicated its willingness to act where necessary to protect the integrity 
of its policy. Thus, remedial legislation proposed by the Maritime Com- 
mission actually passed the Senate in 1938, and was under study by the House 
prior to the outbreak of the European war. The need for new construction 
was not critical in the early postwar years because of the availability of the 
war-built fleet. Nevertheless, increasing differentials were a subject of 
continuing review. In 1950 the Chairman of the Maritime Commission ad- 
vised the House Appropriations Committee that because of increasing differ- 
entials, the Commission was studying the advisability of recommending an 
increase in the 50 percent limitation. In 1952, the Commission's successor, 
the Federal Maritime Board, also recognized that changing economic 


conditions may require amendment of the Act. 
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In summary upon each review of shipyard subsidies, Congress 
and the responsible executive agencies have reaffirmed the 
basic parity policy. When changing conditions have threatened 
to frustrate that policy, Congress has given the matter 
sympathetic consideration, and when action has been required 
to protect the integrity of the provisions designed to effectuate 
that policy, Co gress has acted to maintain its long established 


parity principle. 
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Mr. Nemec. There are additional copies available, of course, for 
members of your committee if they so desire. 

Presently, most of the member companies of CASL have contracted 
with the United States for long-range shipbuilding programs calling 
for the construction of about 275 ships over a 15-year period at a total 
cost of about $4 to $414 billion. Most of these contracts, that is, the 
contracts calling for the commitment of these ships, were executed 
during the relatively prosperous years following the Suez crisis and 
on the basis of the then prevailing levels of revenues and costs the 
program looked feasible. Since that time however, the international 
shipping climate has changed and the high capita] costs of new ships 
has assumed increasing importance in the councils of our member 
companies. 

At present there is a substantial worldwide imbalance between 
shipping capacity and cargo offerings. This imbalance probably will 
continue for a number of years because of a lag in the scrapping of old 
vessels, coupled with the continued worldwide construction of new and 
improved ships as a consequence of orders placed a number of years 
ago. Further, a noticeable reduction in commercial exports of the 
United States and the growing competitive impact of foreign econ- 
omies on our postwar markets abroad aggravates the effect of this 
world situation on American-flag carriers. 

Since World War II, shipbuilding prices in the world market have 
risen constantly. Although prices have now stabilized at somewhat 
below the peak reached following the Suez crisis, the bulk of the CASL 
ship replacement program will be at these new high-cost levels. 

All of the foregoing factors raise serious questions about the ability 
of our lines to finance the costs of future vessel replacements par- 
ticularly if these costs are increased further by reason of limitations 
on the payment of construction subsidies. 

During the recent past, which has included some of the most pros- 
perous years in the lates of the American merchant marine, the 
combined earnings of all CASL lines did not equal additional depre- 
ciation on estimated replacement costs. 

We include in the statement, Mr. Chairman, a brief table which 
shows the net income of all member lines of the CASL group for each 
of the 2 years 1956 and 1957. 

Then, in order to evaluate those earnings in terms of the ship re- 
placement problem, we have estimated what additional depreciation 
costs would have had to have been assumed if we were operating a fleet 
of new ships under the then current conditions and have inserted two 
figures for each of the 2 years which outlines our estimate of what 
these additional costs would be. 

You can see that during these two prosperous years, the deprecia- 
tion on replacement. costs turns the net income after taxes of the group 
into a rather substantial loss which we have described as a net erosion 
of shipping capital. We do not mean to defend precisely the make- 
up of these figures but they do indicate the magnitude of the prob- 
lem with which we are faced. 

They show clearly that the industry as a whole did not earn depre- 
ciation on replacement costs and, in any economic sense, that shows 
that there has been a real erosion of shipping capital from the mari- 
time industry even during these relatively prosperous years. 
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All we are suggesting is that the magnitude of the financing of the 
ship replacement problem is a very great one. 

The span of the present ship replacement schedule partially spreads 
the consequences oF high depreciation and increased debt service costs, 
However, the current and prospective conditions outlined above make 
it necessary, indeed imperative, that American companies be enabled 
to purchase their ships at prices directly related to those of their for. 
= competitors—without any limitation on full parity. 

n the next section of the statement, Mr. Chairman, we briefly 
summarize the reasons why we believe that the maintenance of a vital 
effective and — erous domestic shipbuilding industry is essential 
to the national industry and to make it plain that CASL completely 
supports the maintenance of such a shipbuilding industry in the 
continental United States. 

With your leave, I will not read that section. 

It is there including a recent quotation by a high Navy officer 
which in summary form says that a healthy, effective merchant fleet 
and shipbuilding industry are just as essential today as they were in 
the days before the atom bomb or intercontinental missile. 

In the next section, which begins in the middle of page 5, we explore 
the nature of the construction-differential subsidy cod in support of 
this section and, in justification of the difference between deubiall 
and foreign shipbuilding prices and costs, we will present to the 
committee an expert witness who has long and intimate familiarity 
with all of the details which go into the makeup of shipbuilding costs, 
both here and abroad, and he has some charts and a statement which 
I am certain will shed some light on this area. 

We have also indicated in this statement that at the present time 
shipbuilding contracts in the United States are awarded on the basis 
of open and hard competitive bidding. 

We believe that under these present circumstances downward ne 
tiation of these prices would be destructive of the competitive biddin 
procedure and in the Jong run would be to the ultimate detriment o 
the United States. 

In addition, you have before you, or in the records of the Senate 
committee, testimony of Chairman Morse which strongly indicates 
that shipyards today are entering bids at little or no profit, and we 
have no doubt that if this point interests the committee, we can or the 
Federal Maritime Board can furnish additional information. 

We feel that under these circumstances, downward negotiation of 
prices arrived at by open competitive bidding would only serve to 
weaken the economic basis of the shipbuilding industry. 

The CHarrmMan. What do you mean by that statement you just 
made? Open competitive bidding will do what ? 

Mr. Nemec. I said “downward negotiation of prices fixed by open 
competitive bidding.” 

Perhaps I can illustrate it this way, Mr. Chairman. 

Today there are 14 or 15 yards which enter bids on a particular con- 
tract. It has been suggested that perhaps one way to avoid raising the 
50 percent limitation 1s that once the low bids have been entered that 
the Government then seek to further reduce those prices. 

The testimony which you have heard indicates that these bids are 
being entered at very little or no profit at the present time. 
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Under these circumstances, we feel that pressure downward from the 
low point which has already been reached by open competitive bidding 
would in the long run serve to destroy the value of competitive 
bidding. 

In he next section, Mr. Chairman, we have briefed some of the 
material which is contained in the legislative history and summarized 
that at the time the 50-percent limitation was adopted it was regarded 
as an economic point, a pone at which the previsions of law could be 
reviewed in the light of the national interest, and also indicate that 
even prior to World War II the Maritime Commission felt that this 
problem might arise and had so reported to the Congress. 

The CuHairmAn. Do you have the citation on that statement you 
just made : ; 

Mr. Nemec. Yes, sir. You will find it in this section, Mr. Chair- 
man, in the legislative history and beginning at page 27 of the CASL 
va History is a section dealing with the Commission’s attitude. 

s that what you had reference to? 

The Cuarrman. Prior to World War II. 

Mr. Nemec. It begins at page 27 of the legislative history. 

The CHAIRMAN. lee Mr. Tollefson’s benefit, what page are you on 
now ¢ 

Mr. Nemec. Page 7, sir. 

Mr. Tollefson, in some instances I am briefing a rather lengthy state- 
ment so as not to take up the time of the committee. 

In the next section which deals with page 7 through to the top of 
page 8, we have there summarized again material which was sub- 
mitted to the committee yesterday and which Mr. Henry, when he 
does arrive, will furnish information on. It calls attention to the 
fact that in the recent past, the differential between foreign and U.S. 
shipbuilding prices has been widening steadily. 

he table is one which you have seen. It has been supplemented 
by witnesses from the Department of Commerce and the Federal 
Maritime Board inserting some later determinations. 

In our opinion, Mr. Chairman, based on, we can suggest, rather 
intimate knowledge of foreign and domestic shipbuilding prices, we 
believe that the spread which is the important factor, the differential 
between domestic and foreign prices will continue to increase. 

Mr. Henry will present evidence as to why we believe that is so. 

Basically, however, the differential is one rooted in labor, and so 
long as labor costs in these United States continue to increase at a 

reater dollar rate than they do abroad, there is little likelihood to 
lieve that there will be any narrowing of the labor differential. 

We believe that we are in such a period and that it will continue 
and that inevitably the shipbuilding differential will increase further 
and beyond the 50 percent level. 

Mr. ToLLErson. Mtr. Chairman. 

The Cuarrman. Yes. 

Mr. TotteFson. Could I ask a question right at that point? 

The CuHarrMan. Yes, sir. 

Mr. Totterson. Can figures be obtained showing labor rate in- 
creases over some period of time in Europe and in this country ? 

Mr. Nemec. We have that material present both in tabular and 
chart form, Mr. Tollefson, and, if it is timely, we might indicate to 
you how it does look. 
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Mr. Henry is not here but, in order to preserve a continuity of the 
record, we might very well introduce that now. 

These charts are all based on accurate and rather detailed infor. 
mation which has been available to us. As a matter of introduction 
perhaps, so that you know how these have been obtained, we ought 
to tell you something of the CASL program whereby we get factual 
material abroad. 

About 5 years ago, we recognized that it was necessary that we 
know as much about foreign shipbuilding costs perhaps as any group 
in the world and CASL, acting through our replacement committee, 
instituted a program which has been carried on for these 5 years, 
We retained the firm of J. J. Henry in the United States to act as 
our coordinator. They are a firm of naval architects and marine 
engineers which have built and supervised the construction of many 
ships abroad. 1 

In addition, we retained three firms of foreign consultants who 
cover for us the five major shipbuilding firms in the world. They 
do not only generalized studies but also get particular information 
on ship prices for each of our companies as they come along, so that 
we know the price levels. 

This is the answer to your question, Mr. Tollefson. This is a sum- 
mary of the average wage trends of shipyard workers in the two 
major competitors in the world as compared with the United States, 

(The chart No. 5 will be found on p. 149.) 

Mr. Nemec. This chart indicates average hourly earnings together 
with fringe benefits so that they are not just the naked wages. 

In foreign countries, the fringe benefits are large elements, so that, 
in order to make it a fair comparison, they have been included. 

The average hourly earnings of both the West German and Japa- 
nese worker are shown here. The red line is the Japanese worker, 
the green line is the German worker, and these are U.S. wage levels, 
so that in this period of time, taking the German, for example, the 
total hourly rate for a skilled shipyard worker has risen from 4 
cents to 66 cents, almost 50 percent; and in Japan it has risen from 
about 18 cents to something like about 32 or 33 cents per man-hour, 
whereas in the United States that same figure has gone from $1.84 
to something over $2.60 today and we feel that, since the American 
shipyard worker is a part of the steelworking family in terms of 
union trades and skills and affiliations, they are going to be influ- 
enced by the steel increase and that this line will now show a further 
rise along this level which is in effect a continuation of that trend. 

This factor, this average hourly earnings is the single most im- 
portant element entering into shipbuilding. 

So far as material prices are concerned, millstock, historically 
over the world there has been little difference during past years, but 
increasingly the element of labor which goes into ships, that is di- 
rectly in the shipyard and in the manufacture of products, gears, 
turbines, deck machinery and anything which is manufactured into 
which labor is an element, has this spread which is bringing about 
the need for removing the 50-percent differential. 

As long as this gap continues to widen as you see it here, the dif- 
ferential is going to continue to increase. 

The pressure is just inevitable. 
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Basically, labor directly and indirectly amounts to about two- 
thirds of a ship in the United States and less abroad because some 
materials have a higher proportion. 

The CHarRMAN. You do not have that table back to 1935, do you? 

Mr. Nemec. No, sir, we do not because, you see, we are limited 
somewhat to the time at which we started our own shipbuilding in- 
telligence. , 

This chart is an interesting one. 

(The chart No. 6 will be found on p. 150.) 

Mr. Nemec. This shows steel mill prices so that you can see that, 
with the exception of Japan which has a small steel industry and one 
which is subject to much more volatility in prices, the prices in the 
United States and Germany have been pretty close over that period of 
time. These represent base prices. 

I understand from steel suppliers that this is now widening not 
so much because of a change in the basic price of steel but because of 
extras which American steel mills are putting on to compensate in 
part for some of these higher costs arising out of the steel settlement 
and increased wages. 

Japan, however, has for a number of years been consistently above 
the rest of the free world in steel prices. It is one reason why the 
Japanese ships today are not even lower priced than the West German. 
They are equally productive. Their wages are lower but it is only 
because their raw steel costs more that we can say Germany and Japan 
are in a tossup today so far as cost of ships is concerned. There is the 

roblem. That isthespread. As long as that spread continues, as we 
eel it will under the pressure of the steel settlement, the differential 
is going to broaden. There is no other answer to it. 

Mr. To.ierson. In just looking at it, I note that in the period of 9 
years the German wage went up 15 cents per hour roughly, and the 
American wage went up 75 cents per hour, in other words, five times 
as great an increase. 

Mr. Nemec. Putting it in another way, the way I like to think of it, 
Mr. Tollefson, this increase in here was more than the total hourly 
wage now paid to a German shipyard worker. 

In other words, they now have the advantage of more than 1 hour 
of labor over us. They can afford to put another hour in the ship 
not because of the differential but because of the disproportionate in- 
crease in the terms of the dollar over that period of time, so that they 
have not only their 15-cent hourly increase cover compared with us 
but in addition have a full hour of wage advantage, if you will. 

The CuarrMan. For our information, can you explain this fluctua- 
tion in steel prices in Japan? 

Mr. Nemec. Yes; I think so. 

The CHarrMAn. There is a tremendous fluctuation. What is the 
reason for that? 

Mr. Nemec. Well, two things, Mr. Chairman. 

First, Japan started right about this time as being free from the 
American occupation forces and the dropoff in here was the dropoff 
from the post-Korean war influences. 

Japan was then the major base for the United States and there were 
all kinds of demands for steel both by our forces and by the pressure 
on the economy. 
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Just prior to Suez, as you can see, even in Germany there was g 
sharp decline in demand for steel. The pressures of requiring stee] 
lessened somewhat. The Japanese steel market is a very tightly con. 
trolled one. It is an integrated market and the supply is normally 
not adequate to meet demand. ' 

Then, at this period of time, the pressures of the Suez crisis came 
in and, as you well know, there was a tremendous demand for ship 
bottoms. 

I think probably the world shipbuilding market reached a specula- 
tive fever at that time which was unparalleled in the postwar period. 
People who had no business buying ships were buying them on margin, 

The CuHatrman. That 1954 price is declining. 

Mr. Nemec. Yes. From there on the pressure began to mount and, 
as these orders were placed following Suez, they reached that peak 
in here which you will see corresponds to about the peak in the mar. 
ket price of ships. These are related. You see these peaks here! 
They indicate the world prices for ships, relative prices compared to 
a 1955 base, showing the tremendous influence, the speculative demand 
influence of the Suez crisis. 

If you will note, as the price of ships went up, as the shipbuilders 
were bidding frantically for steel, the price of steel followed and the 
Japanese curve which is based on a smaller industry peaks up almost 
identically with the peak in prices. 

In West Germany, where they had a larger community from which 
to draw steel, the speculative influence is not as noticeable. There is 
a rise there but it is not at all out of line with the rise of prices in the 
United States. 

But in Japan, which is isolated, since Japan lives unto itself and 
has no access to steel in the Far East, the terrific demand for ship- 
building steel brought about this rise in steel prices so that the curves 
follow. As the demand for shipbuilding fell down, you will notice 
that steel prices declined so that, while the curve has not been as 
deep relatively, the curve is there so that the peaks are almost identi- 
cal. 

The CuHatrman. Can these charts be arranged to be put in the 
record ¢ 

Mr. Nemec. We have small reproductions of them. 

While we have this one before us, gentlemen, perhaps you would 
like to look at it. 

(The chart No. 3 will be found on p. 147.) 

Mr. Nemec. This indicates relatively what has happened to world 
shipbuilding prices in this period of time. 

his is an index figure and it is a trend figure and what we have 
done is compare them on identical families of ships so that we have 
directly comparable prices without variations. 

We have indicated here what they are based on. They are ships 
which were being built consistently during this period so that we know 
what happened to prices. 

In this period of time, for example, in the speculative fever after 
Suez, shipbuilding prices in Japan were just driven to almost un- 
precedented heights. 

In 1955, for example, a world buyer could buy a tanker in Japan 
of about the standard 47,000-ton variety for about $140 a ton. 
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A year later that price had risen to $250, $260, and the ceiling was 
placed at $270 a ton, an increase of almost 100 percent. That was not 
cost. Japanese costs had risen somewhat under the pressure. Steel 
had risen and component supplies were getting to be more, but it was 
mostly an opportunistic understanding of the market and getting 
what the market would bear. The Japanese did it as you can see from 
the peaks that they reached. 

Immediately that demand was relieved as the pressures of buyers 
scrambling for orders disappeared, they started to fall precipitously. 

You can see today that we are, we believe sincerely, at the beginning 
of the greatest price war in international shipping that the world has 
ever seen. 

Mr. Henry will be here and will give you information on the tre- 
mendous increase in world shipbuilding capacity engendered by these 
booms, and nations today have far more capacity than they can fill. 
So far as we can see, the amount of orders going into the world mar- 
ket aggregates about 5 million tons a year and we think that is a liberal] 
figure today. Capacity is in the neighborhood of 20 or 25 million 
tons so that they are scrambling and scrambling hard for whatever 
orders and Germany and Japan are determined to maintain a ship- 
building industry. It is important to them nationally. It is their 
major capital gains industry in each case. They are giving amounts 
of state aid. The yards are shaking down. They have cooperative 
working forces and they are shaking out a lot of the profit that was 
in this Korean situation. They are fighting for orders and we predict 
will continue to fight hard for them. They will do whatever is neces- 
sary in the way of operating and efficiency to enhance their position in 
the world market. 

Mr. TotiErson. Couid I interrupt you there? 

Does that mean that from this point on the spread between the U.S. 
costs and German-Japanese costs is going to be greater, in your 
opinion ? 

Mr. Nemec. Yes,sir. That is a fact basically rooted in two things. 
First, this dollar spread is going to continue to increase. There is 
little doubt in our mind that as a consequence of things we have already 
seen, the steel settlement and pressures in other directions for union 
increases, this rise is going to be continued here. 

There was stability for a year but you can see this trend of 6 or 7 

ercent a year which in terms of dollar costs is 20 to 25 cents an hour 
increase in total benefits a year whereas down in here the increase 
seems to be about a nickel an hour, so that for each year that goes by 
in terms of labor we are incurring a larger disability and it limits the 
ability of American shipyards to do what the Department of Com- 
merce would like them to do, reduce prices. 

Finally, you get into a position here where, if you cannot do busi- 
ness except at a loss, you are just not going to do it, and we think the 
TAs industry in this country is close to that today. 

n the other hand, the foreigner has more margin to move. 

One other thing is that they have had a very, very prosperous 
decade. These foreign shipyards have made fabulous profits and 
they plowed a lot of it back and put it in good improved plants. 

ou cannot express the hope that we will modernize shipyards 
without giving the business and profits as incentive to do it. These 
people have had it. They have accomplished it. 
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Mr. Purdon and I took a trip around the world about 18 months 
ago for the purpose of visiting these yards. We visited the leading 
yards in West Germany, on the Continent, other places, and in Japan, 
and we were impressed with the quality of the work, their knowledg- 
ability and their capital setup. But they are rooted in profits. You 
just do not wish them here so that, if we are seeking more efficiency 
and mechanization, quite obviously the domestic shipbuilding indus- 
try has to be given an atmosphere in which it can produce that. 

All in all, we think that not only is that labor differential spread- 
ing, but they have good modern plants by reason of great conirraae 
by the United States which is a factor which is often overlooked. 

The Japanese and West German shipbuilding industries were basi- 
cally reborn by our foreign aid programs and have gotten great help 
directly and indirectly through all forms of other American assist- 
ance. We launched them on it. They have good modern plants and 
are competitive as the devil. 

There is one other factor now entering into the picture. We think 
it is unlikely that, in the future, American ened prices will remain 
below or competitive with foreign shipbuilding prices and we are 
talking there about mill materials and steel. We think some of the 
complaints of the steel industry are now well founded, that we are 
running into an era where we will be at a competitive disadvantage 
in materials which will further, in terms of shipbuilding, broaden 
that differential somewhat. 

Mr. Totxerson. Mr. Chairman. 

Mr. Down1ne (presiding). Go right ahead. 

Mr. Totierson. Can you pinpoint in these nations, Japan and Ger- 
many especially, foreign aid money going into their shipyards? 

Mr. Nemec. We have tried that on a number of occasions. I think 
the same question has been asked of the Federal Maritime Board and 
there is no one source wherein it is available to us. I think requests 
have even been made of the Department of State with very little 
success; but from cases which are available to us, it was very, very 
substantial. Some of it was in the form of counterpart funds which 
are difficult to trace. Others were in the form of offshore procure- 
ment orders. Ships were being built, for example, as part. of for- 
eign military programs, being built with American funds, things of 
that nature, so that to assess it all would take the kind of intelli- 
gence we just do not have. 

You have to understand the picture before you can make a judg- 
ment and we do not, and I doubt that there is anyone available 
today that could give you the whole picture. 

Mr. Touierson. Thank you. 

Mr. Petiy. Mr. Chairman, could I ask a question ? 

Mr. Downrna. Yes. 

Mr. Petty. The impression that I get from the charts and figures 
you have just given us is that, if we do build ships in our country, 
the differential is going to spread and we will exceed 50 percent. If 
we are going to let our shipbuilding industry go by the board, then 
the spread will narrow down and the foreign yards will raise the 
prices. 

Mr. Nemec. I do not think that would be a fair inference, Mr. 
Pelly. Let me state it this way. If we are going to build ships in 
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this country we have to face the realistic fact that, because those ship- 
yards are part of the American scene, they like other businesses are 
going to have increased labor and material costs. Compared to for- 
eign yards, that increase is going to come in the foreseeable future, 
in our judgment, at a = rate than in the foreign yards. 

If we are going to build ships in this country, we believe firmly 
that the differential will increase. 

If we do not build them, in this country, then, if we are to stay in 
the ship operation business, we will have to build them abroad. 

Now, we do not believe that the American market influence is at all 
important in influencing foreign prices. This foreign market is very 
much at the same level and fiercely competitive in and of itself. Aside 
from Germany and Japan, Holland is a competitor, a strong com- 
petitor. In certain instances the Danes are. The Swedish yards are 
very effective and the fourth or fifth largest in the world today in 
terms of production. The French yards with state aid are very com- 

titive. The Italian yards with the aid of a law they call the Tam- 

roni law, which is a form of shipyard subsidy, are competitive when 
money is available. Then you have new factors which are being in- 
troduced. The Communist countries are entering into shipbuilding in 
large score. Yugoslavia and Poland today compete with and get 
orders for free world ships. When they go for those orders they are 
15 percent below the free world price. 
e have furnished Senator Magnuson with a record of one of these 
biddings in the case of the Yugoslavs. 

Captain Clark is here today representing the Delta Line and he will 
tell you how the Brazilians today are having ships built behind the 
Tron Curtain and they will be competing with his company at these 
low prices. 

Besides being low, they are settled in terms of barter. The Bra- 
zilians under certain conditions may pay for them in coffee and the 
Argentines in wheat and beef but the [ron Curtain countries are in 
the shipbuilding market and, with all of this, with 20 million compet- 
itive ton capacity in the free world outside of the United States and 
with orders but a trickle, they are scrapping for business and scrap- 
ping hard. American prices have no influence on this mass market 
in the foreign countries. 

Mr. Petty. What you are saying is that the competitive feature 
abroad between nations and between yards is such that the differential 
is bound to increase as against the American costs. 

Mr. Nemec. That is right. 

Mr. Petty. And if we want to build ships in the United States we 
simply have to remove this 50-percent limitation. 

Mr. Nemec. That isa fair statement. I fully agree. 

Mr. Downine. Have you completed your general statement ? 

Mr. Nemec. No, I have not. There are other charts here but Mr. 
Henry will put them in as part of his statement. 

_ On page 9, Mr. Chairman, we have outlined to you what we believe 
Is @ very, very serious problem and another reason why the addition 
of additional capital costs by failure to remove the 50-percent ceiling 
would make our job of replacing this fleet all but impossible. 

_ Today, by reason of differences arising from ship-operating prac- 
tices and requirements of the United States, for instance, in many 
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foreign countries there is a wide difference in cost between ships of 
comparable utility and we have cited one instance, beginning at the 
bottom of page 9. 

The Japanese today are building “S” class ships. aoe are large 
ships generally of our C-3 characteristics. They are somewhat smaller 
in carrying capacity but they are fine cargo vessels. They are being 
built in Japan today for a price under $3,700,000. They have a service 
speed which we know from observation and from technical data avail- 
able to us which is at least 18 knots. They are operated or engined 
with supercharged diesels and are really good competitive carriers, 
and they are going to be our competition in many of our sealanes in 
the future. 

To build a comparable ship in this country, that is a ship having 
comparable utility in this country, after construction differential we 
estimate would cost us between $51, million and $514 million, or has 
cost us that much. 

In any case, for the differential between the two, we have con- 
servatively used a figure of $5 million. The difference between this 
ship being built in Japanese yards and between our American counter- 

art carrier, which I must agree is superier in some respects, is about 
$144 million. It can carry more cargo. It cannot carry it faster but 
there is a million and a quarter difference between them. Part is due 
to difference in living standards in the equipment of the crew quar- 
ters, in the galleys, in the facilities available to the crew, and things 
of that nature. Others arise from the fact that by reason of opera- 
tional practices on Japanese ships they can do things simpler than 
we can in the overall sense. Others arise from differing requirements 
of regulatory agencies and others arise indirectly by reason of pres- 
sures from the Defense Establishment, which induce higher eendpil 
and qualities in our ships not all of which are redeemable in the 
commercial sense. 

We have tried to summarize the importance to you of this prob- 
lem which we call excess capital costs in the little table on page 10, 
and we have shown how this basic difference in price, when increased 
by interest whether lost or paid out, makes the total difference over 
the 20-year life of a ship, about $1,875,000, and that indicates the 
figure which we must earn before we are competitively equal with 
our foreign competitor in the capital sense, and this is part of a very 
substantial, serious problem to us. 

In the long run, we feel that we cannot take any further addition 
to this high cost which would widen this gap between the real costs 
of our competitors and the price we ultimately have to pay for — 
and this is another reason why we do not feel that we can stand by 
and continue to absorb this differential which further widens the 
already large difference between the price we are paying for ships 
and the price our foreign competitors are actually paying for ships. 

Mr. Totierson. If I may interrupt, Mr, Chairman, I was just 
noticing that to amortize this $1,875,000 over the 20-year period runs 
pretty close to $94,000 a year. 

Mr. Nemec. That is right, sir. 

Mr. Petty. Mr. Chairman. 

You referred to the defense costs which are not of commercial 
value. Have you any chart or any figures to indicate the effect upon 
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the 50-percent limitation caused by defense requirements, speed, and 
other parts that go into a ship? 

Mr. Nemec. Let me put it this way. I think that, first, the direct 
national defense costs are paid. In a freighter ship they are of rela- 
tively small order. 

Mr. Petty. Do they not require speed which is a tremendous in- 
crease ! 

Mr. Nemec. Yes, that represents a very substantial increase in 
cost. 

Mr. Petxy. I notice that those Japanese ships are 18 knots. Ap- 
parently no longer is our Maritime Administration satisfied with an 
18-knot speed. 

Mr. Nemec. The Japanese have moved up to an 18-knot ship under 
the pressure of our 20-knot mariners. They minus fact have to go 
higher but they said that they would build only beyond the 18 knots 
if they were granted State aid. 

Mr. Pruty. Is there no effect of speed on the 50 percent limitation ? 

Mr. Nemec. I think there probably is, Mr. Pelly. 

Iam sure there is. We have never analyzed it in that sense so that, 
in answering your question specifically, we do not have anything 
available at the moment that would show what it does mean. 

Mr. Pexiy. I think we can get some other witness to answer that 
question, but I think it has quite a bearing. 

Mr. Nemec. I think Mr. Henry would be perhaps better qualified 
in his intimate knowledge of looking at this from day to day. You 
have to weigh both sides as to what would result in terms of American 
cost and also what would be the effect in terms of foreign cost before 
you get at the differential. 

We are also thinking in these terms, Mr. Pelly. We are one of the 
few countries, I guess probably the only country in the world, that is 
blessed with an independent group of professional naval architects. 
It is a rather unique group of Samat 

In other countries of the world, the shipyards do most of the basic 
design work. While we are blessed with them and we feel that they 
do help enhance the state of the art in this country, there is no doubt 
that they and the suppliers in this country have also been thinking in 
naval terms for many, many years. Some of them do a lot of work 
for the Navy and suppliers of shipboard components do a lot of work 
for the Navy, so that you have a great many factors which enter into 
higher qualities which just kind of seep through and permeate the 
American shipbuilding industry. 

We are seeking to find an answer to part of the difference in capital 
cost. We recognize that somehow it has to be narrowed because we 
are pennies with these ships daily and in the long run they will 
hurt us badly unless we narrow the gap in the initial capital cost. 

There are several studies on at the moment. We call it simply the 
problem of overbuilding. 

Both ourselves and Maritime and the individual companies are look- 
ing at it very carefully and perhaps when we get through we will have 
a better understanding of why it arises and be able to analyze it down 
to somewhat more logical groups. Today we just do not know. 

On page 11, we merely noted that the American shipowner who 
builds under title V incurs a couple of very substantial restrictions 
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which you would not have if you built foreign. We are simply sug- 
gesting that these are substantial restrictions. 

We are required to maintain our ship under American-flag registry 
for 20 years. An American company building in a foreign yard hag 
no such restriction. It tends to limit the market value of the ship and 
enhances or increases our risk. 

Secondly, the vessel becomes subject to requisition by the Govern- 
ment at depreciated acquisition cost. This again is a factor which 
the foreign purchaser does not have to face and it is one which in 
a period of rise in prices may at some time be a very serious disability 
to the American shipowner. 

All we are saying is that we, as American shipowners, are already 
making a very substantial concession to the American shipbuilding 
effort by accepting these conditions. 

Perhaps if you will bear with me, I will read the conclusions and 
summary of the statement which are rather brief. 

CASL stands squarely in support of an adequate American ship- 
building industry and feels that this industry is necessary both to the 
domestic and foreign commerce and the defense of the United States, 

The limitation on construction-differential subsidy which may re- 
quire shipowners to absorb part of the burden of supporting ship- 
yards is not in accord with the parity principle of the act and in the 
long run will tend to frustrate the purposes of Government aid to 
shipyards. 

In the case of nonsubsidized operators these limitations probably will 
discourage future building completely and eliminate any possible hope 
of building and operating any such vessels under the American flag. 
In the case of companies holding operating-differential subsidy agree- 
ments a further widening of shipbuilding differentials, both here and 
abroad, may have serious consequences on the ability of these com- 
panies to progress their building program. 

The member lines of CASL are already confronted with the prob- 
lems of replacing most of their ships at high, current shipbuilding 
prices. The burden of these high capital costs under depressed ship- 
ping conditions creates many, many problems and is receiving con- 
tinuous study by our group. Any factor, such as the present limita- 
tions on construction-differential subsidy, which adds to the burden 
of these high capital costs affects the economic feasibility of the new 
ships and may jeopardize the entire ship construction program. 

At a time when American operators are facing serious problems in 
financing the high cost of replacement ships, complete parity in the 
purchase price of ships is essential to this program. 

The bil! which is before your committee, by removing restrictions 
on the payment of construction-differential subsidy, will place Amer- 
ican operators on a complete parity with their foreign competitors and 
further the interests of the shipbuilding industry. 

Accordingly, CASL fully supports and endorses the purposes of this 
bill and urges its swift enactment into law. 

Mr. Downtne. Thank you very much. 

Mr. Zelenko? 

Mr. ZeLeNKo. I just came in and I am reading this statement. I 
waive temporarily. 

Mr. Downtne. Mr. Tollefson / 
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Mr. Totierson. I have no further questions, Mr. Chairman. 

Mr. Downrnea. Mr. Ray? 

Mr. Ray. Mr. Chairman. 

Mr. Nemec, I was interested in the table on page 3 of the statement 
which involves the computation of additional depreciation on esti- 
mated replacement costs. Do you keep your accounts on that basis? 

Mr. Nemec. No, sir. We do not. 

Mr. Ray. You relate your depreciation to the actual costs you have 
incurred ¢ 

Mr. Nemec. Indeed we do. Yes, sir. 

Mr. Ray. Have you a comparable figure which would be based on 

your experience / 
‘ Mr. Nemec. That is the first figure on the line. The net income 
after taxes is a reported figure including depreciation on actual aequi- 
sition costs after the payment of taxes, after the deduction of recap- 
ture, et cetera. That represents the actual book earnings of all CASL 
lines during those 2 years. 

Mr. Ray. And the figures on the second line mean the difference 
between the book figures and the estimated future replacement costs? 

Mr. Nemec. Yes. 

Mr. Ray. Do you think that figure has any reality ? 

Mr. Nemec. It has this reality, Mr. Ray. It does show how the 
industry is progressing with respect to its replacement problem. This 
concept has evolved in the country increasingly in the last dozen years 
and accounting literature today and for the past decade has been full 
of objections to earnings statements which are based on historical 
replacement. costs. 

A wide variety of opinions have been expressed and many com- 
panies have undertaken many different things to solve this problem. 

In the case of U.S. Steel, for example, they keep their accounts on 
historical acquisition costs for their steel plants but say, “This would 
be misleading to our stockholders. We did not actually make this 
much money because when we go to replace this plant tomorrow we 
have been using and wasting an asset which is going to cost us three 
or four or five times as much,” so that they make provision in their 
accounts for some part of the difference between acquisition costs and 
replacement costs of assets. 

It is a judgment factor, Mr. Ray, which says, in effect, in the eco- 
nomic sense, “Are you earning sufficient money so that you can replace 
your assets at the current market prices? If you are earning sufficient 
money to do that, you are healthy. If you are not, basically you have 
aserious problem in the decades ahead. You may meet it in a variety 
of ways but it will be a problem because you are just not making 
enough money today to replace your plant when it is worn out.” 

That is all that that is intended todo. 

Mr. Ray. That comes down to the question, Which generation of 
customers is to be charged with the cost of new plant? The account- 
ing for the past years has been on the basis that you charge current 
customers for the cost of the plant used in their service but you refi- 
hance and then a new class of customers comes in to carry the costs of 
the new equipment, new property, whatever it is you have. 

_ Mr. Nemec. There is no question about that and undoubtedly that 
18 @ prevailing concept in areas where you can apply it. If you are 
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talking in terms of a public utility, there is no doubt about that being 
the proper and well-established way to do it, but what we are suggest- 
ing here is that we have a very, very serious problem in this field of 
international shipping. 

Our replacement costs—and by “ours” I mean the American mer- 
chant marine—are starting at a level which is up here and quite ob- 
viously we did not make enough money to fund those replacement 
costs in the future whereas the foreigner who has been building on 
the upside of that may be able to stabilize his rate level and recover, 
having completed his program at a substantially lower level of reve- 
nues and rates. 

Mr. Ray. I see that difference. 

Mr. Nemec. So that we are not in a position where we can insure 
recovery and we are not suggesting that that is the proper way to do. 
All we are suggesting here, Mr. Ray, is that when you look at what 
we have earned and measure the costs of our replacement ships against 
the earnings of 2 very prosperous years, it shows that we have a capi- 
tal problem in the future. 

Mr. Ray. I will put my question in another way. 

These net income figures are net after taking account of the depre- 
ciation permitted to you by the tax laws and perhaps other laws? 

Mr. Nemec. That is right. 

Mr. Ray. The second figure, it seems to me, is just wishful thinking 
to put that in there as having any evidentiary value. 

Mr. Nemec. It is a hypothetical figure, we will fully grant you, 
but we say it does have significance in measuring the size of the finan- 
cial task which lies ahead of us in replacing this fleet, and nothing 
more. 

We are not suggesting it has any other basis. We are not. suggest- 
ing that it is the proper way to recover rates in the future or anything 
else, but we say it does oe the size of the real problem before us. 

These were two of the most prosperous years in the history of 
American shipping. They were the years immediately following the 
Suez crisis. The pattern today would look vastly worse than it is 
here but, again, we do not want to overemphasize the significance of 
these, Mr. Ray, but it does pose the overall problem which lies ahead 
of us. 

Mr. Ray. That is the problem that all business has. 

Mr. Nemec. Yes. 

Mr. Ray, It is a problem of when to refinance and how to refinance 
when you need different and perhaps more costly plant. It is not yet 
accepted in the other laws applicable to business that the additional 
costs of replacement shall be met by depreciation charges in effect 
paid by the current generation of customers. 

Mr. Nemec. I fully agree with that, Mr. Ray. We are not suggest- 
ing that at all. All this is intended to do is to measure the dimension 
of a future problem, nothing more. 

Mr. Ray. That is all. 

Mr. Downrna. Mr. Zelenko? 

Mr. Zetenxo. Mr. Nemec, I am very interested in the last remark 
and I want to commend my colleague for bringing this point to our 
attention; that is, the question of accounting practices. You see, we 
up here are always interested in getting exact figures and you, of 
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course, are presenting here your proposition which I am sympathetic 
to, as I indicated yesterday. 

Mr. Nemec. Yes, you did. 

Mr. ZeELENKO. We would like, if possible, to get exact the score. 
I have said this many times through the years, accounting has no 
anatomy. Whenever the accounting associations get together they 
change the anatomy of accounting practice so that now I find we are 
running across marine accounting. We have public utility accounting, 
railroad accounting, aviation accounting. 

I do not say there is anything wrong with what they are doing. 
They ought to draw some foul lines so that we can legislate properly. 

I think that is one of the things that is disturbing Congressman 
Ray on how we can figure these things so that we can legislate properly. 

I would not like to see what I think is beneficial legislation, as I 
indicated yesterday, be the subject of discussion on what the actual 
figures are and I would — that, if you possibly could, instead of 
giving us a figure which you say represents something which the 
accountants say is valid, if you would give us something more sub- 
stantial so that we would not be in the area of fighting for or against 
beneficial legislation on a collateral issue. That thing has disturbed 
me through the years. It is fun with figures. I introduced a bill 
to give deductions for the depreciation of human resources a couple of 
years ago, the wearing out of the human body which is the best re- 
source we have. 

What I would like to have is some figures now on what it costs to 
replace these vessels now. These depreciation figures sometimes in- 
clude a 6-percent profit which accountants feel their clients should get. 

In the old days, if you bought something for 10 cents and sold it for 
15 cents, you made 5 cents profit. Now if you sell it for 15 cents, you 
lose 14 cents and the Government has to give you 14 cents back for 

our carryover on taxes. It is making it difficult particularly for our 
individual constituents who do not have the benefit of accountants. If 
the individual taxpayer of the United States ever got an accountant 
and put his life on an accrual basis as businesses do, we would never 
collect a penny in tax. I do not take any umbrage with your state- 
ment, but I wish you could give this figure from a maritime standpoint, 
not to disregard your accountants with any theories they have, because 
that is one profession which can change its anatomy at will. 

Mr. Nemec. You are entirely correct. 

Mr. ZELENKo. The word “cost” has a different connotation every 
year. 

That would help us. I know it would help me. 

Mr. Nemec. May I say, Mr. Zelenko, that all we have done in the 
one section is that we have not done anything other than say that 
as background material, nothing more, the shipping industry today 
has a very serious financial replacenest problem. 

Mr. ZELENKO. Iam with you. I agree with that. 

Mr. Nemec. That is all that the figures are intended to show. You 
can say that, and we have tried to support them. One way you can 
support them, and the only way which is available to us today, is that 
we can do it on a ship-by-ship basis. That is very simple, but the 
only way that is available to us at the moment is to show what we have 
earned and then compare it. We are not saying that is definitive or 
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suggesting that this is a change in accounting method or anything 
else, but we say that one way to get some idea as to the vastness of 
this program 1s to compare it with what depreciation additionally 
would be required to replace the ships. That is all. We are not 
contending this is the case. This is the backdrop. This is why we be- 
lieve that we, as an industry, as the owners, cannot assume any addi- 
tional costs by reason of shipyard subsidy. 

Mr. Zetenxo. I feel that the industry so far, unless the contrary 
is shown to me—and I am talking of myself personally—is sincere 
in this and is not crying crocodile tears looking for Government hand- 
outs. I think it is a valid problem. I know that the industry is try- 
ing to give us what the exact situation is. Unless we do something, 
I think in time may eventuate, as we have in the railroad industry now, 
where they are asking the Government to build their equipment and 
lease it to them to take care of their commuter problem. 

I would prefer to believe that the shipbuilding and the ship opera- 
tors in the country would like to try to do it themselves and not 
eventually come down to a point where we have to preserve the 
American merchant marine by the Government building the vessels 
and leasing them and working out a profit deal for the operation. 

I appreciate your statement and take it at face value and I hope 
that the facts are just as presented because the problem is there. 

In conclusion, I would appreciate it also if we would not get “fun 
with figures” here, because that drives us away from the main problem 
and may hurt us in reaching the goal. 

Mr. Nemec. You are entirely correct. 

The Cuatrman. Mr. Mailliard? 

Mr. Mariurarp. I have no geustions. 

The Cuatrman. Mr. Pelly? 

Mr. Petry. Mr. Nemec, is not the table on page 3 to which Mr. 
Ray referred and which Mr. Zelenko has been discussing simply a 
picture of what has happened to the dollar? It is the inflation pic- 
ture. How can anybody challenge 50 percent? Everybody who had 
money in a savings bank has lost half of its purchasing power. I 
cannot see how anyone can challenge these figures. It happens in 
the railroad and airline business, 

Mr. Zecenko. Will the gentleman yield ? 

I did not challenge the figures. I just elaborated a point brought 
out by Mr. Nemec and Mr. Ray. That is, that these figures are pro- 
jected or worked out and are not actual. 

I did not quarrel] with the figures, but I say that any figures pre- 
sented to us we would like to have as tangible as possible. 

Mr. Petiy. If anybody had a pension 10 years ago he knows that 
it will support him only to half the level it supported him before. 

Mr. ZevenKo. I do not quarrel with the gentleman nor question the 
figures. I just took up the suggestion that if there are figures in here 
that are tangible ones we would like to know whether they represent 
inflation or not. I am not talking about these figures but any figures 
presented to us. 

Mr. Petty. You were not here when we saw some charts which 
reflected the increase in cost of labor. Labor is not much better off 
than they were 10 years ago, according to those charts. 

All I can say is that I would recognize that all this is a terrible 
problem that everybody faces that lives in the times of inflation. 
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Mr. Nemec. It is the times that have occasioned this, Mr. Pelly. 
You are perfectly correct. It is the inflation in ship prices. That 
js all it intends to show. 

Mr. Zecenko. I think Mr. Nemec knows I did not impugn any 
of his testimony or figures. I just want to ask that whatever figures 
are brought to us represent as nearly tangible figures as possible 
because then we would be in the area, if we did not watch out for 
that, of some new accounting theory being presented to us. 

The CHairMAN. Would not the tables we have asked be put in the 
record substantiate or reflect these figures ? 

Mr. Nemec. Yes, sir. They were built on substantially those same 
figures, Mr. Bonner. This is a reasoned estimate of the overall effect. 

The CuarrMan. They are startling. 

Mr. Nemec. Yes, sir. 

The Cuarrman. It has been arranged that they can go in the record 
so that those who read the record can see just what actually has taken 
place. 

Mr. Nemec. Right. 

Mr. Kierer. Mr. Chairman, those charts have been reduced in 
size and attached to the statement of Mr. J. J. Henry, who has yet 
to appear, so that they will be available. 

The CuatrMan. We have been over that. There is no use to go 
over that again. 

Mr. Downing? 

Mr. Downine. Mr. Mailliard yesterday brought up a point that 
I think is right important. 

In your opinion, should this 50 percent carrier be eliminated en- 
tirely or should it be done na by step ? 

Mr. Kitxerer. I believe the ck Secretary of Commerce testi- 
fied that he believed there should be some governor and that was 
one of the reasons that he wanted to hold the 50 percent barrier. 

Mr. Nemec. I think we can answer in two ways: theoretically and 
practically. 

Theoretically, we would no doubt prefer—we do prefer to have the 
percentage limitation removed completely. It is inconsistent with 
parity. Yet, practically, we have lived with a similar limitation in 
the past. It may serve a useful purpose to the Congress in reevalu- 
ating the entire shipbuilding program if the new limit is ever reached, 
so that as a practical matter, I have no doubt that some other new 
limiation would be workable and equitable. 

What that figure would be, it is hard to say at the moment, but 
you have asked Mr. Stakem to advise you of his opinion, and I am 
sure that it will be a reasoned opinion. 

The CHarrmMan. Let me at you: When you put a figure of 50 
percent or 55 percent, is there not a tendency to come up to that 
knowing that that is the maximum that can be allocated ¢ 

Mr. Nemec. Mr. Bonner, I would say, very sincerely, I do not 
think so. 

The Cuairman. In other programs, where there has been a ceiling 
and a floor, there has been a tendency to always bump the ceiling 
in price. 

Mr. Nemec. Here you have in effect two independent factors. You 
have the competitive market wherein these 14 or 15 yards will get. in 
and fight for their business. That is one element. 
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The other element which they do know about is the element of for. 
eign costs, but they are variable and they may change with market con- 
ditions at the time. 

Furthermore, Mr. Chairman, this was not brought out yesterday, 
but I know for a fact that the Maritime Administration, before bids 
are opened in this country, prepares a reasonably detailed estimate of 
what it thinks the price ought to be and in the recent past, prices have 
been consistently below the Maritime estimates, so that I have to 
answer it, frankly, that I do not believe that in this instance that 
would be the result. 

The Cuarrman. So far the maximum ceiling has been broken in 
four cases, was it not? 

Mr. Nemec. There were four cases based on a tentative determina- 
tion of the Board. 

The CuaIrMAN. Were they all west coast cases / 

Mr. Nemec. No, sir. Delta and Grace Lines were east coast yards, 

The Cuarrman. I want to get that clear because I think it has been 
intimated that they were all west coast. That is the reason I asked. 

Mr. Nemec. That is not so. 

The CuHarrMANn. The 6-percent west coast figure is not altogether the 
reason for the barrier being punctured ? 

Mr. Nemec. No, sir. I might say one other thing. The figure of 
four breaks is not necessarily complete. Those breaks have been 
based on tentative figures—tentative, furnished by the Federal Mari- 
time Board—and they are tentative because the American prices 
have not yet been completed. They are not yet final. Most of these 
contracts have been awarded on an escalation form and as an adjust- 
ment to the price of the ship which is tied into changes in the prices of 
domestic labor and materials. 

There is one instance that we know of where the contract was de- 
layed for a year. The yard is now on strike. Depending on what 
comes out of that settlement, the 50 percent ceiling may be broken or it 
may not, because escalation may add substantially to the Maritime 
estimate of the final cost of the ship. 

The Cuatrman. You mean that the yard is on strike because they 
have not got work ? 

Mr. Nemec. No, sir, I did not say that. What I said was that the 
final cost of that ship may be affected by the strike, so that Maritime’s 
estimate of only four may be wrong. There may be five or perhaps 
even six companies that will break the 50 percent. 

The CuarrMan. There is a controversy of testimony here between 
Commerce and the Maritime Board. I do not know whether that is 
just the right way to express this, but there appears to me to be a 
conflict. 

We read Mr. Morse’s testimony before the Senate committee. Of 
course, I understand that the witness here yesterday, Mr. Stakem, 
made the statement that he had to reflect the opinion of the Depart- 
ment of Commerce. It appears that, to get the firm opinion of the 
Maritime Board—and that is the chairman before this committee— 
we are going to have a wait for Mr. Morse and have some testimony 
from him, because there is a difference. It is all Department of Com- 
merce, but there is a vast difference. 
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Mr. Nemec. Certainly, if you want his views, he being out of the 
country, Mr. Chairman, you will have to wait. Heisthe senior Board 
member and the Chairman and it will be important. 

The CuarrMan. I have great respect for his views. 

Mr. Nemec. Yes, sir, as we all do. 

The Cuarrman. Are there any other questions? 

Thank you very much. 

Mr. Kiiierer. Mr. Chairman, the schedule of witnesses has been 
disrupted slightly due to inclement weather. 

The CuatrMAN. Everything has been disrupted today. We are 
trying to do the best we can because we have other things to do besides 
this. 

Is Mr. Piper here? 

Mr. Kitierer. No, he is not, Mr. Chairman, and I should like to 
submit his short statement for Grace Lines for the record, if I may 
do so. 

Capt. John Clark, who is president of Mississippi Co., however, is 
here and, if it is agreeable with the chairman, he could appear now. 

The Cuarrman. All right. 

You will submit Mr. Piper’s statement at this point. 

(The statement follows :) 


TESTIMONY OF BURKE G. PIPER, GRACE LINE, INC. 


My name is Burke G. Piper, and as vice president and treasurer of Grace Line, 
Inc., a subsidized American-flag steamship operator, I welcome the opportunity 
to appear here today in support of H.R. 10644. 

Under its operating-differential subsidy contract, FMB-—49, Grace Line, Inc., like 
other American-flag operators, is required to undertake the costliest vessel 
replacement program in its history. This program began several years ago and 
was further implemented just last week by the signing of a contract to construct 
three combination vessels for our service to the west coast of South America at a 
cost to Grace Line of approximately $30 million. However, this overall program 
cannot be completed on a basis which will be economically competitive to foreign- 
built and foreign-operated tonnage unless the parity principle embodied in the 
Merchant Marine Act of 1936 is made completely effective. 

Various studies undertaken by both Government and industry since enactment 
of the 1936 act have reaffirmed the soundness of the parity principle, and it does 
not appear necessary to further discuss its reasonableness. However, in the 
present climate of world shipbuilding conditions, the difference between the cost 
of construction of American and foreign liner vessels generally exceeds the 50 
percent legal limitation now in existence with respect to the amount of construc- 
tion-differential which the U.S. Government will absorb. Based on information 
developed by the Maritime Administration, as well as outside expert opinion, 
it appears that the actual present differential generally exceeds 50 percent. 
Further, in the foreseeable future, no reduction of this differential appears likely ; 
in fact, on the other hand, an increase appears quite probable. 

The parity principle is one of the bedrock concepts underlying the present 
structure of the privately owned American Merchant Marine industry. With 
the present difficult competitive situation facing American shipowners, as shown 
by the rapid decline in industry earnings, we do not believe that they could, or 
should be expected to, invest funds of the magnitude required to build new fleets 
unless this bill is passed. Any requirement that an American shipowner build 
vessels without full parity means that it is being forced to absorb part of the 
cost of subsidizing the shipbuilding industry in the United States. This certainly 
was not the intent of Congress and it is not realistic to expect private investors 
to participate in such a basically unsound economic venture. 

yrace Line therefore heartily supports the passage of H.R. 10644. 
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STATEMENT OF JOHN W. CLARK, PRESIDENT, MISSISSIPPI 
SHIPPING CO., INC. (DELTA LINE) 


The CuatrMAn. Good morning, sir. 

Mr. Crark. Mr. Chairman and gentlemen, I have a prepared state- 
ment which I think is being distributed. If you wish, I can sum- 
marize this in the interest of saving time or I can read it, whatever 
is your pleasure. 

The Cuarrman. Is it a lengthy statement ? 

Mr. CrarK. It is not very long. 

The CHarrRMAN. Suppose you read it. 

Mr. Cuark. My name is John W. Clark. I am president of the 
Mississippi Shipping Co., Inc., trade name Delta Line, with head- 
quarters in New Orleans, I have been connected with the company 
since August 26, 1936, having served in many capacities, both at sea 
and ashore. 

The Mississippi Shipping Co., Inc., had issued and outstanding at 
December 31, 1958, 945,000 shares of common stock, a net worth of 
$26,832,758 and 2,500 stockholders. Its stock is held, in large part, 
by residents of the gulf area and Mississippi Valley. 

I will now outline the historical background of my company from 
1919 in which we started our operations on the South American run 
fulfilling a requirement of trade between the Southern States and 
Mississippi Valley area and Brazil, Uruguay, and Argentina, start- 
ing with a modest beginning of one ship and gradually building up 
to a liner service inc luding passenger service. 

I also mention the pioneering effort we made in the African service 
beginning in 1947 at the time when there was absolutely no U.S. 
shipping service and, due to our faith in the potential traffic between 
the greater Mississippi Valley area and West Africa, we entered this 
trade and built up a rather substantial business. 

Our company is a subsidized American-flag operator employing 
13, and until recently 14 owned vessels, three of which are combina- 
tion cargo passenger vessels. Ten of the ships are in service between 
the U.S. gulf and east coast of South American ports (trade route 
20), and the remaining three are operated between the U.S. gulf 
and west African ports (trade route 14—service 2). We employ ap- 
proximately 870 seagoing personnel, approximately 1,000 shore labor 
personnel, and in our offices in the United States we employ approxi- 
mately 200 people. We have our own offices in New York, Chicago, 
Houston, St. Louis, Washington, Rio de Janeiro, Santos, Sao Paulo, 
Buenos Aires, Abidjan, and Leopoldville. 

Our company has been engaged in continuous operations since 1919 
in our South American service and, from a pioneering venture with 
one ship, has developed the service in this trade in the intervening 
years to its present proportions. Our west African service was in- 
augurated in 1947. Prior to our introduction of this service there was 
no regular American flag liner service out of the gulf to that area 
and our entry in this trade was truly a pioneering effort. However, 
we realized the potentials in this area and from the date of introdue- 
tion of our regular, dependable U.S. flag service there has been a 
continuing development of a substantial trade in such commodities as 
coffee, fishmeal, sisal, rubber, logs, manganese ore, and other strategic 
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commodities inward, and petroleum products, cereals, machinery, oil 

, flour, and diverse manufactured articles outward, While even 
with benefit of subsidy our west African service has not been a profit- 
able one, we have confidence in its future. 

On September 26, 1957, our company signed an operating-differen- 
tial contract covering the 20-year period January 1, 1958, to December 
31, 1977. This contract imposed upon the Mississippi Shipping Co., 
Inc., among other obligations, a construction program requiring the 
replacement of our fleet over the period of the contract. 

The CHarMaNn. That is an interesting paragraph. 

Mr. CxuarK. Yes, sir. 

On May 19, 1959, we entered into a contract for the construction 
-of the first three replacement vessels—the cost per vessel based on 
an escalation factor of 8.5 percent on the low domestic bid over the 
period of construction being $10,406,235. 

Right here, I would like to insert that in the determinations of 
the Maritime Administration, they used an escalation factor of 5.828 
percent. which resulted in a differential which has been recorded here 
by other witnesses of 50.83 percent. 

Based on the best advice of our economists, naval architects and 
the shipyards themselves, the differential over the period of the con- 
tract should be closer to 8.5 percent. It may even go further. 

Mr. Totierson. Could I ask a question ? 

The CHairMan. Yes. 

Mr. To.tuerson. You say over the contract. You mean the con 
tract to build these three ships / 

Mr. Cxiark. The first three ships; yes, sir. 

To justify that, I would like to point out that the fixed cost price 
for the first three ships when the adjusted price was accepted was 
$9,591,000. The low bidder was Avondale Marineways of New 
Orleans and the difference between their adjusted price and their 

fixed price was 8.59 percent. That was their definite opinion of the 
difference between the fixed price or the adjusted price or what they 
estimated the differential to be during the period of construction or 
the escalation factor. 

Mr. DowninG (presiding). Captain Clark, was not the other low 
bidder’s fixed price much less than Avondale’s price? 

Mr. CLark. We ran a very careful comparison between Newport 
News and Avondale, and it was so close that it came out to about 
$2,000 difference bet ween the two based on the number of days. New- 
port News was 100 days less which gave them a slightly lesser escala- 
tion factor. We had our company CPA make the comparison and it 
came out to approximately $2,000 in favor of Avondale. 

Mr. Downing. In favor of Avondale? 

Mr. Cuark. Yes, sir. 

Mr. Downine. How much would that have reduced the differential ? 
Would that have reduced the differential of 8.5 percent ? 

Mr. Ciarx. I forget the exact figures, Mr. Chairman. I would have 
to get out the CPA report. I furnished that to everyone concerned, 
including the Federal Maritime Board, Newport News, and Avondale, 
and, if you would like it in the record, I would be happy to give it to 
you. 

Mr. Downing. No, sir. I do not think it would be necessary to have 
it in the record. 
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Go ahead with your statement. 

Mr. Cuark. This cost factor when applied to the Federal Maritime 
Board’s finding of a foreign construction cost of these units of 
$4,990,000 produced a construction differential of 52.048 percent. Ex- 
hibit I, attached, details these calculations. 

The $4,990,000 figure was the one which the Federal Maritime Board 
staff came up with as the fixed Japanese price, which would, of course, 
include any escalation considerations. This resulted in a determina- 
tion for our own purposes of 52.048 percent. 

I point this out because the publicized and recorded differentials 
which have shown Mississippi Shipping Co.’s differentials to be 50.83 
percent may or may not be realistic. ‘They may be much more, We 
feel that they will be. 

On the other hand, it is conceivable that they would be less if they 
should be less than the Maritime Administration’s ideas of 5.828 per- 
cent escalation during the period of construction. 

Under the terms of the 1936 act limiting construction differential 
to 50 percent, the cost to Mississippi Shipping Co., Inc., of these ves- 
sels becomes $5,203,118, which means that the company must absorb, 
over and above the 50-percent differential, 2.048 percent of the total 
construction cost, or $213,118 per vessel. Applying this absorption to 
our entire replacement program we find that over the period of re- 
placement the company’s absorption would amount to $2,770,534, 

I would like to emphasize here, Mr. Chairman, that the actual plans 
and specifications of our ships were submitted to a Japanese shipyard 
and this was one time, I believe the only time, that this has been done 
in the new ship replacement program. 

The J. J. Henry Co. through their correspondents were able to sli 
one through and the Japanese were unaware, to the best of our knowl- 
edge, that this was a test case. They were able to do this because 
their correspondents handle large orders of ore cargo and tankers for 
foreign purchasers so this went through on their own forms with our 
plans and specifications and we received an actual serious bid from a 
Japanese yard which can be produced in evidence, if you wish. 

Mr. Totiterson. What was that figure? 

Mr. Crarx. $4,700,000. 

Mr. Totierson. Does the Maritime Administration know about 
that? 

Mr. Crark. Yes, sir; they do. 

I would like to point out that, in view of the fact that the Mari- 
time Administration’s estimate of $4,990,000 showed that the differen- 
tial would be in excess of 50 percent, there was not even any reason 
for a hearing. They granted us the 50 percent. There was no need 
to discuss the question of of our lesser finding at all. Usually when 
it is less than 50 percent, there is a hearing between the interested 
parties and the staff of the Federal Maritime Board before the Mari- 
time Administrator. In this case, it was not necessary and they 
granted it to us. Had the 50-percent limitation existed at that time, 
of course, we would have requested a hearing because this means 
roughly $300,000 between the two bids. 

We attach as exhibit II calculations of the construction-differential 
subsidy arrived at by using the J. J. Henry & Co.’s foreign cost find- 
ings from which it will be noted that, using the J. J. Henry & Co’s. 
cost of $4,700,000, the construction-differential subsidy amounts to 
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54.835 percent, which means that the company must absorb, over and 
above the 50-percent differential, 4.835 percent of the total cost of con- 
struction, or $503,118 per vessel. Applying this absorption to our 
entire replacement program we find that over the period of replace- 
ment the company’s absorption would amount to $6,540,534. And 
may I add here that, when you compute the results with an interest 
at 5 percent which amounts to, over the period of the contract, $4,- 
903,697, it makes a total additional cost in our replacement program 
of approximately $11,444,000 or about a 1714-percent increase over 
all in our replacement program. 

I would also like to mention here, in addition to what Mr. Nemec 
mentioned a few minutes ago, that two of the foreign lines with which 
we are competing, the Loide Brasileiro Lines of Brazil and the Ar- 
gentine State Lines, the Dodero Lines of Argentina, are building ships 
today in Polish and Yugoslav yards. 

Tentative studies by J. J. Henry have revealed that the differential, 
if the prices of these yards were concerned, would be about. 60 to 65 

reent. 

The Brazilian ships are being built in Polish yards and last summer 
I was visiting Brazil and talked to the director general of Loide 
Brasileiro, Jose Marcal, and he informed me that eventually these 
ships would be used in competition with us between Brazil and the 
US. Gulf. 

I also visited Argentina and they mentioned their ships in Yugo- 
slavia yards. 

An interesting point is the fact that, in further consideration of the 
fact that they are low prices when you figure them in dollars, much 
of this shipbuilding is being conducted on a barter basis. These 
countries are disposing of their surplus products to obtain new ship- 
building which could have an effect on the actual price determination 
in these Communist yards. . 

Mr. Totterson. Could I ask a question? 

Mr. Downtna. Yes. 

Mr. Totierson. This is an interesting point. When the Maritime 
makes use of the base figure they presently use the Japanese construc- 
tion costs. 

Mr. Cuark. For the purposes of the ships constructed in 1959, I 
believe they used the Japanese figure. However, the German costs 
have since been reduced to the extent that I understand now that the 
Germans are almost equal costwise with the Japanese. 

Mr. Totierson. Regardless of whether they used Japanese or Ger- 
man figures, this applied across the board to whichever American 
operator has a ship or ships built but the Maritime Administration 
never takes into consideration a situation such as yours. If they use 
the Japanese figures, actually you are stuck with the differential 
between costs here and the Yugoslav figures, are you not, because the 
company you are competing with is getting its ships built by Yugoslav 
yards, 

Mr. Ciark. Yes, sir. In this particular case that is the situation. 
However, in fairness to the Maritime staff, I will say this: That it is 
possible to determine the foreign shipbuilding center such as Japan 
or Germany with reasonable accuracy but in Poland or Yugoslavia it 
IS quite difficult. 

Mr. Touierson. I am not saying that the Maritime Administration 
ought to take into consideration the place where your competitor is 
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getting his ships built. That would be quite a job. You are stuck 
with it. 

Mr. CuarKk. I add that for emphasis as to the problem with which 
we are confronted. 

The legislative history of the 1936 Merchant Marine Act clearly in- 
dicates that it was the intent of the Congress to place the American 
operator constructing vessels under title V of the act on a parity with 
his foreign competitors. At the time of the passage of the act there 
was a differential between domestic and foreign costs of approximately 
40 percent and, in order to avoid issuing a “blank check” on the 
construction-differentials, a ceiling of 50 percent was written into the 
statute—this in spite of the fact that the intent was to place the Amer- 
ican operator on an equal footing with his foreign competitors, 

Construction-differential subsidy is a direct payment to the ship- 
yards by the Government of the difference between the American 
shipbuilding costs of labor and material, as compared to similar costs 
in foreign shipyards, and the statutory limitation of 50 percent causes 
the American shipowner, instead of the Government, to directly sub- 
sidize the shipyards. 

Aside from the obvious inequities in this situation, the rising U.S, 
construction costs, and the resultant increases in the amounts which 
American shipowners must pay to the shipyards as a direct subsidy, 
places a burden on the shipowners which may possibly be beyond 
their financial ability to absorb. 

Referring directly to our company’s decision to sign a long range 
operating-differential subsidy contract, requiring replacement of our 
entire fleet, we would point out that the studies influencing this de- 
cision were based on a projection of an overall replacement cost of 
$10 million per vessel, or a total replacement cost of about $130 million. 
We anticipated the construction-differential subsidy on replacement 
cost would be 50 percent, resulting in a total cost to our company 
of approximately $65 million. 

Predicated on the cost of the three vessels already contracted for, 
after the application of an 8.5 percent escalation factor, to what we 
consider a high foreign cost of $4,990,000, we find that our fleet re- 
placement cost amounts to $135,281,055. Applying a construction- 
differential at the present ceiling of 50 percent to this cost we arrive 
at a cost to company of $67,640,527 of which $2,770,534 represents the 
excess of 50 percent, which must be absorbed by the Mississippi Ship- 
ping Co., Inc. without benefit of subsidy, even though this amount 
represents the payment of a construction-differential to the shipyard 
by the company. 

Using what we think is the more realistic foreign cost of $4,700,000, 
hereinbefore mentioned, Mississippi Shipping Co., Inc. must absorb 
without benefit of subsidy and pay to hibiasio as construction-differ- 
ential subsidy approximately $6,540,534,plus the interest which I have 
already mentioned, which we feel was clearly not the intent of Con- 
gress when enacting the 1936 act. This absorption results in increased 
depreciation of, say, 11 percent over the life of our fleet. This, as is 
obvious, is a result of the additional unsubsidized construction costs 
involved. 

In addition to the absorption of the additional construction cost 
mentioned in the preceding paragraphs, the company would have to 
absorb interest expense on unsubsidized capital cost estimated at $2,- 
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081,287 for total fleet replacement, based on the Federal Maritime 
Board’s foreign construction cost of $4,990,000 per unit, and $4,903,697 
interest expense on our foreign construction cost findings of $4,- 
700,000 per unit. 

It is now obvious that the statutory limitation of 50 percent on 
construction-differential subsidies, imposed by the 1936 act, no longer 
fulfills the intent of Congress at the time of enactment, that is, that 
American shipbuilding costs should be placed on a parity with foreign 
shipbuilding costs. We believe the experience of our own company 
adequately illustrates the burden which must now be borne by Amer- 
ican Operators in assuming construction costs in excess of the 50 per- 
cent statutory provision, and emphasizes the need for corrective legis- 
lation. 

We heartily endorse and support the Bonner bill, H.R. 10644, which 
we consider not only opportune, but absolutely essential to the inter- 
ests of this country in placing our shipyards, as well as steamship 
operators, on parity with their respective foreign competition. We 
also believe, in fairness to the operators that have executed construc- 
tion contracts earlier this year, that the bill should be amended to 
provide retroactively for all new construction contracted for after 
January 1, 1959. Otherwise, the pioneering efforts of several lines, 
including my own company, will be severely penalized. 

(The exhibits follow :) 

ExHIBIT I 


MISSISSIPPI SHIPPING Co., INC. 


Ezample of American fired price to be used in determining construction-differ- 
ential subsidy using a Japanese fired price of $4,990,000 


NEE Watt tee OS ee ee eee Se a rt a a $9, 591, 000 
Add: Escalation to arrive at domestic fixed price bid (8.5 percent) —_ 815, 235 
SEONG SEEMED, TIO a an hee ei pe pee oan een ee 10, 406, 235 
Fixed Japanese price__ $e ee een eee eee 4, 990, 000 
3 9m 4 ¢ 
Construction-differential subsidy should be a oe 52.048 percent 
$10,406,235 
Percent 
Mississippi Shipping Co. construction-differential subsidy as limited by 
I Ea a nn as chas icsi ail ene acca ds diene dea eee cate ieee 50. 00 
BUPERPIRETTIOE RSRRSIRSETIIS CX, CUE cca a nr eg pen co ene rege oa $5, 2038, 118 
Loss to Mississippi Shipping Co pe es Se Es Sl 213,118 2.048 


ExHIBIT II 
MISSISSIPPI SHIPPING Co., INc. 


Erample of American fired price to be used in determining construction-differ- 
ential subsidy using a Japanese fired price of $4,700,000 


SS a ee ee ee eS $9, 591, 000 
Add: Escalation to arrive at domestic fixed price bid 8.5 percent-_- 815, 235 
ementic Need rice: 8 FF Ae Oe LE Se ee 10, 406, 235 
Ree, mulen., SQnORiid \ 15 534% ase bce Fa thpie e oes agg iin tes 4, 700, 000 


Construction-differential subsidy should be $10,406,235 —$4,700,000-- $10,406,235 = 
54.835 percent. 

Mississippi Shipping Co., Inc., construction-differential subsidy as limited by 
1936 act is 50 percent. 

Mississippi Shipping Co., Inc., pays $5,203,118. 

Loss to Mississippi Shipping Co., Inc., $508,118 or 4.835 percent. 
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Mr. Downine. Mr. Tollefson / 

Mr. Touierson. I have no further questions, Mr. Chairman. 

Mr. Downina. Mr. Van Pelt? 

Mr. Van Pett. I have no questions. 

Mr. Downrne. Mr. Mailliard ? 

Mr. Matuuiarp. I have no questions. 

Mr. Downine. Thank you very much, Captain Clark. 

Mr. Downine. Who would be the next witness ? 

Mr. Kiuzerer. Mr. William Dorman, the vice president-technical of 
American Export Lines. 

Mr. Down1ne. Do you have a prepared statement / 


STATEMENT OF WILLIAM J. DORMAN, VICE PRESIDENT- 
TECHNICAL, AMERICAN EXPORT LINES 


Mr. Dorman. I have a very brief statement which I would like to 
read. 

I am vice president-technical of the American Export Lines. Amer- 
ican Export Lines, Inc., is obligated to contract for the construction of 
a total of 28 cargo vessels and two passenger vessels by January 1, 
1969. We already have executed contracts for the construction of 
ene of these cargo vessels and we are obligated to contract for four 
additional vessels during 1960. 

Our obligation to replace a fleet of 30 vessels involves a heavy finan- 
cial burden. Even when it is assumed that the principal of parity will 
be maintained throughout the replacement program, we find the cost 
of the new fleet, calculated on the best available foreign costs, adds up 
to a staggering amount. 

We realize that other U.S.-flag lines also face this heavy financial 
load in their replacement programs. Up to now, the principle of 
parity in cost of new construction has been maintained for our first 
eight replacement vessels under construction. 

A first group of four vessels was contracted for in February 1958, 
and all of these vessels are now building—two hulls at San Diego and 
two hulls at Camden, N.J. The Federal Maritime Board determined 
our construction subsidy on these vessels to be 45.3 percent, based on 
their study of foreign costs in Germany in the fall of 1957. 

A contract for a second group of four vessels was executed with 
National Steel & Shipbuilding Co., San Diego, Calif., in March 1959 
and their keels will be laid during 1960. The Federal Maritime 
Board determined our construction subsidy on these vessels to be 48.3 
percent, based on their study of foreign costs in Japan in the fall of 
1958 

During 1960 we must contract for our third group of four vessels. 
Barring only an extremely low domestic bid price, it is anticipated that 
the subsidy for this group, calculated on the principle of absolute 
parity with foreign competitors, will run in excess of 50 percent. The 
prospect that the existing 50 percent limit on construction subsidy 
will prevent us from achieving parity with our foreign competitors 
is a source of great concern and will raise substantial questions as 
to the feasibility of proceeding with this construction. 

If we are to successfully complete our new construction program, 
we must have reasonable assurance that the cost of the new tonnage 
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will not be substantially greater than that of our foreign-flag com- 
petitors. If this is not done, the economic feasibility of operating 
these new ships becomes very doubtful. Therefore, we urge strongly 
that the passage of H.R. 10644 be favorably considered. 

Mr. Down1nG. Thank you very much. 

Are there any questions ? 

Mr. Totuerson. I do not believe so, Mr. Chairman. 

Mr. Downtne. Thank you very much. 

The next witness on the list appears to be Mr. Alvin Shapiro, vice 
president of the American Merchant Marine Institute. 

Mr. Kitterer. We have one witness, Mr. Robert Hope, who has 
a one-page statement. 

Mr. WinFieLp. He is after Mr. Shapiro. 

Mr. Kituerer. I beg your pardon. 

Mr. Down1ne. Did you want to insert the statement of Mr. Hope? 

Mr. Kizerer. No, sir. I think he would prefer to read it. It 
is only one page long. 

Mr. Down1na. We will put him on right after this witness. 

Mr. Kitierer. Thank you, Mr. Chairman. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suaprro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, the largest national asso- 
ciation representing American shipowners and operators. Some of 
our member lines operate under subsidy and others do not. Together 
they represent a substantial majority of our total American-flag fleet 
of tankers, freighters, and passenger ships. 

We favor enactment of H.R. 10644, a bill which would remove the 
numerical percentage ceiling on construction differential subsidy, 
now limited in the 1936 Merchant Marine Act to 50 percent. 

Other witnesses who have already appeared and some who will 
later appear on this subject during the course of the committee’s de- 
liberations have or will cover many detailed facets of this proposal 
advancing compelling arguments for its enactment. In order to 
avoid duplication, I shall confine my comments to two basic points. 

One need only read the Merchant Marine Act of 1936, even without 
long experience with the industry, to become convinced, beyond doubt, 
that it is rooted in the concept of parity. In fact, the relatively com- 
plicated procedures mandated by that law and by regulations promul- 
gated by the administrative agency are monuments dedicated to the 
achievement of parity—no more, no less. If the Congress were then 
determined simply to assist our merchant marine outside of the parity 
concept, far simpler, though in my opinion less satisfactory and less 
enduring, tools would have been created. Bear in mind throughout 
that the construction differential instrumentality is intended to pro- 
vide U.S. shipowners, both subsidized and nonsubsidized in our foreign 
trade, with a vessel built here at no greater cost than they could pur- 
chase from abroad. The benefit accrues to the Government through 
the maintenance of a shipbuilding industry here and, of course, to 
shipyards, much of whose survival has been contingent upon work 
generated under this policy. In the long run, the beneficiaries are the 
citizens of the United States—all of us. 
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Logically, therefore, there is no consistency between numerical limi. 
tations on the one hand and the principle of parity on the other. Per. 
haps in the middle 1930’s the foregoing was not a real issue since labor 
and material cost differences between our country and others indus- 
trially developed were not envisioned as growing in size as events 
of the last few years have proven to be the case. 

Nevertheless, even as far back as 1937 the Maritime Commission in 
its “Economic Survey of the American Merchant Marine” pointed out 
that the 50-percent limitation would be a real obstacle to new con- 
struction here whenever foreign shipyard costs should become less 
than one-half of ours. This has now come to pass, and will probably 
be accentuated, rather than diminished, in the years ahead. It has 
been created by many circumstances, some even of our own making, 
bearing in many respects on the competitive position of our total 
economy with that of Western Europe and the Orient. It is largely 
a result of the remarkable economic progress of American industry, 
perhaps best characterized as a tribute to our level of living in contrast 
with that abroad. 

We therefore find ourselves faced with a most serious problem, to 
which there is but one solution which is fair and equitable, in the 
national interest and consistent with our fundamental maritime policy. 
We must not weaken the basic parity concept with which we now live, 
or impose upon U.S. shipowners costs beyond the 50-percent limitation 
which are not of their creation. To do otherwise would only 
strengthen foreign competitors’ position at our own expense. 

We urge, therefore, prompt and favorable action on the bill, 
H.R. 10644. 

Mr. Chairman, that concludes my statement. 

Mr. DownineG. Thank you very much. Are there any questions? 

Thank you very much. 

Mr. Suaprro. Thank you. 

Mr. Downtnc. We have one more witness, Mr. Robert Hope, of 
Kominers & Fort. 


STATEMENT OF ROBERT S. HOPE, OF KOMINERS & FORT, WASHING- 
TON COUNSEL FOR GULF & SOUTH AMERICAN STEAMSHIP C0., 
INC., NEW ORLEANS, LA. 


Mr. Horr. Mr. Chairman, my name is Robert S. Hope, of Kominers 
& Fort, Washington counsel for Gulf & South American Steamship 
Co. of New Orleans. 

Gulf & South American is a subsidized operator and is a member 
of CASL, so that you will identify it with the other statements that 
were made here. 

My firm has been authorized by George Griswold, vice president 
and general manager of Gulf & South American, to appear at this 
hearing in his stead, as he is out of the country in Chile. 

Gulf & South American Steamship, a subsidized line, has contrac- 
tual obligations under their operating-differential subsidy contract 
with the Federal Maritime Board to replace their fleet of five vessels 
in the next few years. Two of these ships must be contracted for by 
July of 1961 and three by July 1, 1963. 





CO eee 


on 








CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 123 


Gulf & South American is in favor of H.R. 10644 which would re- 
move the 50-percent limitation on construction-differential subsidy 
payments. By the time Gulf & South American must contract with 
American shipyards for its new tonnage it appears extremely possible 
that the disparity between domestic and foreign ship prices will ex- 
ceed 50 percent by a substantial amount. 

Gulf & South American is in direct competition with several for- 
eign-flag lines operating parallel to it and utilizing vessels acquired in 
most cases from foreign sources. If Gulf & South American is to 
retain its “parity” position in competing on this route it follows that 
it must be able to secure vessels at equal cost to its competition. This 
initial cost of vessels not only affects the original cash outlay, but also 
depreciation for the life of the vessel, the mortgage and interest pay- 
ments, and insurance premiums. Consequently, Gulf & South Ameri- 
can feels strongly that any deviation from the parity principle would 
put it at a serious disadvantage. 

In the light of the above we would urge that H.R. 10644, receive 
favorable support in committee and be recommended for prompt leg- 
islative action. 

Mr. Downtnea. Are there questions ? 

Mr. To.ieFson. I have no questions. 

Mr. Downtna. Mr. Ray? 

Mr. Ray. I have no questions. 

Mr. Downinea. Mr. Mailliard? 

Mr. Mariurarp. I would like to ask Mr. Hope exactly what this 
route is on which they operate? 

Mr. Horr. It is from the gulf to the west coast of South America. 
The foreign-flag competition is primarily Gran Colombiana, a Colom- 
bian-flag operator, and a Danish-flag operator, West Coast Line. 

Mr. Maruuiarp. As a matter of interest, does the Gulf & South 
American Steamship Co. have a trade name other than that name? 

Mr. Horr. Only the initials,G.& S.A. It has nothing such as Delta 
Line. 

Mr. Downina. Thank you very much, Mr. Hope. 

Are there any other witnesses ? 

Mr. Kiuuerer. Mr. Chairman, the two witnesses who were here 
yesterday and are en route today and have not yet arrived are Mr. 
Burke G. Piper, vice president, Grace Lines, Inc., and Mr. J. J. Henry, 
the naval architect and marine engineer, who has had particular 
Weprrece in the field of foreign cost data. 

You have seen Mr. Henry’s charts, explained by Mr. Nemec, this 
morning. If it is agreeable to the Chairman, for that reason I should 
like to ask that Mr. Henry's statement be included in its entirety in 
the record. 

Mr. Piper’s statement is already included. 

The CHamman. That will be included. 

(The statement follows :) 
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Statement Presented to House Committee on Merchant Marine 
and Fisheries on March 2, 1960 


by 


J.J. Henry, President of J.J. Henry., Inc. on Bill HR10644 


SHIPBUILDING COSTS - AMERICAN AND FOREIGN 


Construction Differential Subsidy Rates 

The recent history of Construction Differential Subsidy 
(CDS) \Y rates granted by the Federal Maritime Board shows a 
Significantly rising tendency. This is illustrated by the 
following table showing average of all CDS rates granted during 


recent years. 





Year No. of Contracts Average CDS Rate 
1955 & 56 a 43.2% 

1957 4 43.8% 

1958 6 49.1% 

1959 3 50. O%** 


**Statutory limit. Findings of the Federal Maritime Board 
show two of these contracts in excess of 50%. 


The CDS rates calculated for new dry cargo liner vessels 
only are shown on Chart No. 1. The rates calculated by the 
Federal Maritime Board show a generally rising tendency during 
the past three years, and in two recent cases exceea the statutory 
limit of 50%. As noted on the chart, certain of the CDS rates 
are tentative, since the foreign construction costs were estimated 
on a fixed price basis, whereas the domestic contracts were placed 


subject to escalation. In those cases, the Federal Maritime Board 


1 
\Y "Construction Differential Subsidy" rate can be defined 
by the formula: 


%® CDS = U.S.A. Bid - Estimate of Foreign Cost x 100 
U.S.A. Bid 
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has eStimated escalation and has fixed a tentative CDS rate. 

The final CDS rate will not be known until the vessels are deliv- 
ered. No ships have yet been deiivered under any of the cohtracts 
covered by the Chart. 

Since fixed price U.S. bids were also quoted on these con- 
tracts, it is possible to examine the construction differential 
rates which would have occurred if fixed prices were used for the 
calculation. The resulting values are shown on Chart No. 2. 

If the U.S. shipyards' assessment of escalation is accurate, as 
represented by the low bid fixed price values used in this calcu- 
lation, the construction differential rates would be significantly 
higher than those calculated by the Federal Maritime Board. 

Further, if the Owners' independent estimates of foreign 
cost were used to calculate construction differentials, the CDS 
would also be somewhat higher than the findings of the Federal 
Maritime Board shown on Chart No. 1. 

However, regardless of which method of calculation is used 
to examine cost relationships, it is obvious that the constructioa 
differential rate has increased in recent years. 

There are wnany complex factors and influences which can be 
expected to atfect domestic versus foreign shipbuilding prices 
in the future. It is our firm conviction that the price gap will 
continue to widen in the immediate future. The fundamental con- 
siderations which support this conclusion are covered in the 


following paragraphs. 


56744 O—60 9) 
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Domestic Versus Foreign Shipbuilding Cost Comparison 

Studies of costs in prominent foreign shipbuilding centers 
during the past three years have revealed consistently that Japan 
and Germany are the low cost major shipbuilding centers of the 
free world. There is every indication that these nations will 
continue in this position for the immediate future. On occasion, 
other nations do undersell both Japan and Germany. \7/ this has 
been noticeable primarily in the case of Sweden, Denmark and 
Holland and, to a lesser extent in respect to France and Italy. 
However, because of productive capacity and competitive production 
and pricing practices, I believe that the general world wide price 
level will be established by German and Japanese shipyards in the 
foreseeable future. There are reasons to believe that the Japanese 
may enjoy some basic price advantage in this competition; however, 
it is unlikely that they will consistently sell below the level 
established by their closest competitor - Gerwany. Accordingly, 
the bulk of this analysis is: devoted to the situation in these two 
countries. 
Shipbuilding Cost Comparisons 

While a great deal of general knowledge pertinent to the 
Shipbuilding cost differential question may be obtained from price 
comparisons, such data must be analyzed carefully. Due to the wide 
range in the quality of vessels built abroad, as well as the many 
other factors which influence prices, only liwited conclusions can 
\¥Y The Communist shipbuilainy, countries, i.e.: Poland ana 

Jugoslavia, can and do unuerprice all nations of the fvee 

world. CDS based on these countries would range between 


vO and 69%. Heretoiore, such prices have not been consia- 
ered by the FMB. 
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be drawn from unanalyzed price comparisons. Somewhat better indica- 
tions can be expected from periodic pricing of essentially identical 
yessels, as illustrated in Chart No. 3. 

As a result of the CASL program, we have collected con- 
siderable data which permits us to make comparison of domestic 
and foreign costs. A representative current example is shown in 
the following Table No. 1, which gives dollar values for major 
categories of shipbuilding cost items, consisting of material, 
labor, overhead and engineering, for a high class cargo liner 
vessel, for which competitive bids have been received in the 
United States, and carefully detailed estimates have been prepared 


in both Japan and Germany. 


Table No. l 
Domestic VS Foreign Shipbuilding Cost Comparison - 1959 


(High Class Cargo Liner Vessel) 


USA Germany Japan 
Material $6,700,000 52% $4,500,000 75% $4,500,000 75% 
Labor 2,900,000 22 600,000 10 500 ,000 8 
Overhead 2,600,000 20 800,000 13 900,000 15 
(Labor & Overhead) 5,500,000 42 1,400,000 23 1,400,000 23 
Engineering 800 , 000 © 100,000 2 100,000 2 


(Labor, Overhead & Eng.) 6,300,000 48 1,500,000 25 1,500,000 25 


Total Net Cost $13,000,000 i00 $0,000,000 100 $6,000,000 100 
Notes: The above represents a typical current cost 
distribution of a Mariner type vessel. 
To the extent possible, all profits both conventional 
and hidden have been rewoved from these prices so that 


the values are essentially representative ot true costs. 
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For simplification, numerical values have been 
rounded out in this table. 


Table No. 2 illustrates the relationship of the dollar cost oj 


each item in the foreign prices to the corresponding comestic price, 


Table No. 2 


Approximate Cost Relationships 


USA Gerwany Japan 
Material 1.00 0.67 0.67 
Labor 1.00 0.21 0.17 
Overhead 1.00 0.31 0,35 
Labor & Overhead 1.00 0.25 0.25 
Total Net Cost 1.00 0.40 0.46 


Due to the depressed condition of shipbuilding markets at 
the present time, actual selling prices contain little if any 
profit, both here and abroad, and the prices shown in the tabula- 
tion are therefore representative oi current selling prices. 

Since there are widely varying practices in respect to labor 
and overhead timekeeping ana accounting methods in acifterent 
yards and different nations, values have been included in the 
tables for the subtotals of labor and overhead costs. This 
combined value represents the wajor portion oi the total pro- 
ductive effort or cost over which the shipbuilding industry exer- 
cises direct control. The waterial portion of the cust in larye 
measure represents purchased itews such as boilers, turbines, 


gears, heat exchangers, pumps, diesel engines, etc. 
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The values shown in Tables Nos. 1 and 2 are illustrated gra- 
phically in Chart No. 4. 

Basic Observations Regarding Cost Relationships 

The overall cost picture illustrated above shows that Japan 
and Geruany are capable of building identical vessels ot this type 
at a cost oi approximately 40% of U.S. cost at the present time. 
(The corresponding construction differential rate is 54%). 

Historically, the wide disparity between the dowestic and 
joreign prices has been due to labor costs (or labor plus over- 
head). Foreign material costs awount to approximately 2/3 of U.S. 
material costs whereas foreign labor costs are in the vicinity of 
1/o (1/4 for labor plus overhead) of the corresponding dowestic 
values. 

All other things being equal, it would be expected that 
material costs would bear a closer relationship to wages (repre- 
sentative oi the general industrial wage level) earned by the 
laborer. However, in the case of basic materials such as steel 
and copper, which are the major material components in shipbuilding, 
world market prices have been very comparable. [In the case of 
specialized manutactured products, the smaller than normal dif- 
ferences in prices has been due primarily to the more advanced 
industrial development and to the wealth of natural resources of 


the United States. 
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DETAILED EXAMINATION OF COST RELATIONSHIPS 
Labor 


The relationship of current wage rates is shown in the following 
table. 


Wage Rates Plus Overhead 


Approx. 

Approx. Comparable Wage Rate plus 

Wage Rate Approx. Overhead Overhead Approx, 
Country per Man Hr. Ratio Rate per Man Hour Ratio — 
U.S.A. $2.70 1,00 90% $5.13 1.00 
Germany- 0.65 0.24 
Hamburg Area 
Germany= 0.58 0.21 133 1.35 - 26 
Bremen Area 
Japan 0.45* 0.17 180 1.26 »25 


*Rough year round average including allowance for conventional 
mid year and year end wage bonus. 


The foreign wage rates shown in the table are specific values 
obtained in connection with a very recent ship pricing program 
undertaken in Japan and Germany. 

The overhead rates are those shown to be realistic when 
varying estimating practices in respect to direct and indirect 
labor accounting methods are reduced to a common basis. 

A comparison of the historical trend of hourly earnings in 
the three countries is graphically shown in Chart No. 5. It can 
be observed that there has been a diverging trend in the relationship 
of U.S. to foreign labor costs, 


From the above examination of labor rates and average hourly 


earnings, we conclude that: 
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1. Foreign wages are increasing at a rate essentially 

equal to or greater than in the United States. 

2. The dollar spread in wages has been increasing. 

3. If the trend of labor rates experienced during 

the past several years is continued, the price of 
American ships will increase faster than the price 
of foreign ships. It would take very substantial 
increases in foreign wages to reverse this trend. 

There are many strong arguments which point to some 
stabilization of foreign wages. Labor in Japan and Germany appears 
to be reasonably well satisfied with the progress made since the war 
in improving their economic status. While human nature can probably 
be expected to demand ever increasing benefits, the present oversupply 
of ships, together with the still increasing world shipbuilding 
capacity, probably will serve as a retarding factor on foreign ship- 
building wages for several years to come, even though the general 
expansion in industrial development should continue abroad. 

Material Costs 

As previously pointed out, about 75% of the total foreign 
shipbuilding costs are represented by purchased materials. The 
following chart printed in a recent issue of a Japanese (English 
language) newspaper indicates the distribution of costs for Japanese 


designed vessels being constructed under government sjonsorship: 
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Constitution of 
ship price for 


15th program 


Wages and charges 


21.3% 





Ship Prices for 15th Shipbuilding Plan 


Materials purchased include both mill products and manufactured 
components. As shown on Chart No. 6 steel prices have fluctuated 
in both Germany and Japan but recently have approximated the U.S, 
prices. This condition is likely to continue in the future. It 
is even conceivable that steel prices will become lower than U.S. 
prices as is the case in the United Kingdon. 

With respect to the finished components - propulsion machinery, 
deck winches, steering gears, etc. - the differences in price between 
U.S. and foreign manufacture varied from item to item but the general 
price level has not been widely separated from the U.S. level. The 
greater demand for such items by foreign shipbuilders has tended to 
improve manufacturing processes and skills to the extent that this 
disparity between prices of items as compared with U.S. components 
is disappearing. Further, due to this greater demand and the 
improved manufacturing facilities, the influence of the much lower ; 


foreign labor rates should have a greater effect and the spread 
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petween foreign and U.S. components should increase. 
There are indications that due to a combination of factors 


the price gap between American and foreign material and component 


Some of the reasons for this are noted below: 
1. Together with other wealthy nations, we have sponsored 


costs will increase rather than narrow in the foreseeable future. 
economic growth, including industrial development, with 


all nations of the free world. 


2. Economic unions (i.e. the Euromart, the Outer Seven, etc.) 
have been formed among foreign countries which strengthen 
their ability to produce cheaply and to compete in inter- 
national markets. 

3. There has been a general economic awakening in foreign 

nations since the war which has been engendered by the 
existence of a vast international demand for industrial 
products, 

4. It is now necessary for the U.S. to import vast quantities 
of raw materials which were heretofore available at home 


in ample supply. 


~— 5. Many bombed-out foreign manufacturing plants had to be 


al rebuilt completely after the war and, in the process, 
were provided with ultra modern equipment and facilities. 
The volume of orders obtainable in recent years has en- 
couraged improved machinery and productive processes. 

The effects of these developments are clearly noticeable, 


The United States has lost its dominant position in many international 


markets. In order to retain some reasonable share of these markets, 
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many domestic producers have found it necessary to participate 
directly in foreign production through licensing arrangement, 
capital investments in foreign industries, construction of plants 
abroad, and consolidation with foreign manufacturers. 

There can be little doubt regarding the ability of foreign 
nations to continually improve their pricing position in competition 
with the United States. Likewise it appears that U.S. prices 
generally will continue upward, 

The gap between U.S. and foreign prices for shipbuilding 
materials and components should broaden in the foreseeable future, 
and the effect should be to increase the construction differential 
rate for cargo liner vessels built in the United States, 

There are many related economic factors which, when considered 
jointly, serve to support and strengthen the opinions expressed 


above. Several of these are covered in the following section. 


We 
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EXAMINATION OF RELATED ECONOMIC FACTORS 


World Shipbuilding Capacity 

The capacity of the shipyards throughout the world has 
been expanding at a rapid rate during the past few years, 
Petween January 1, 1956 and December 31, 1958 this physical 
capacity has increased by 23 percent. By the end of 1961, if 
presently underway or announced expansion programs are completed, 
the capacity will have been expanded by another 13 percent as is 


shown in the following table: 


Table No. 3 = World Shipbuilding Capacity, Ocean-Going Vessels 
(in 1,000 gross tons) 


Area 1956 1957 1958 Percent 1961 Percent 
increase increase 
1956/58 1958/61 
Scandinavia 1,068 1,235 1,411 33 1,550 10 
N.W. Europe 2,038 2,222 2,483 22 3,000 21 
U.K. 1,918 1,997 2,100 10 2,350 12 
Medit- ta2 773 856 Lv 950 ll 
erranean 
U.S./Canada 750 750 820 9 850 4 
Far East 2.077 .2,521 2,882 39 3,250 13 
Total 5.383 5458 10,553 23 iT’ 550 “s 


Source: Westinform Shipping Report No. 122 

In 1960, there will be a radical drop in foreign shipyard 
utilization due to a reduced backlog of orders. 

The United States had only about 7-4 percent of the world 
capacity at the end of 1958. The expansion in the U.S. is at a 


much slower rate than has been experienced in other areas of the world, 
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Throughout the world at the end of 1958 there were approxi- 
mately 760 construction berths capable ot handling vessels 
over 300 feet in length. Of these, 145 could handle vessels ove, 
650 feet long. By this yardstick, the U.S. relationship is more 
favorable - our country has about 11 percent of the total berths 
and 13 percent of the berths over 050 feet long. However, it is 
estimated that by 1901 these relationships will change to about 


8 and 12 percent respectively. 
Shipyard Facility Improvements 


In Germany, Scandinavia and Japan shipyards have been 
modernized and production facilities improved at a very rapid rate 
during recent years. In most cases this improvement has resulted 
in improvement of yard facilities and has not involved the adding 
of new building berths. We have seen also the same type of 
improvements being made in this country; but not to the same degree 
as in foreign nations. 

New ideas and equipment have been introduced into ship- 
building techniques. Improved steel fabrication techniques have 
lowered the required manhours per ton of steel fabricated. 

Larger cranes, lifting up to 100 ton or larger hull sections have 
made it possible to fabricate more of the ship's hull away from 
the overcrowded building berths. Some foreign shipyards are now 
installing production line methods for the complete ship. The 
Germans have led the way in introducing new ideas and techniques 
into shipbuilding methods, i.e.: optical layout and cutting. 


Their methods are being copied world wide. 


mm 
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The entire basis for this expansion in foreign countries 
has been caused by the availability of orders at a price that 
would allow for capital investments and by governuents that 
fostered the shipbuilding activity as part of the national in- 
dustrial effort. 

In the early i900's Japan and Gerwany were just getting 
pack into the shipbuildin, field. In 1950 Japan launched 10 
percent oi the world tonnage while Germany's share was less than 
5 percent. In 1958 and 1959 this relationship was about 20 
percent for Japan and 15 percent for Germany. In 1950 the U.S. 
launched approximately 12 percent of the ships launched in the 
world, This relationship dropped to 7 percent in 1959. The 


relationship of ships built for export by each country is shown 








below: 
1950 1958 1959 
Japan 5% 28% 26% 
Gerwany 1% 19% 22% 
ie. 23% 8% 4% 
U.S. 20% 8% 5% 


In the foreseeable future worldwide shipbuilding berths 
available ior Liner construction will increase with a resultant 


lowering of prices. 


Iuprovewent in Labor Skills 








As can be noted frou the previous analysis, the expansion 
of foreign shipbuilding has been rapid in the two wost competitive 
countries - Gerwany and Japan. This has involved the training of 
large work forces. In the early 1950's the ewployment per ton of 


steel fabricated was very high. As the workers leared their skills 
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welding, fabricating, assembling, etc. - these hours dropped 


radically, Today, these workers are as efficient as U.S. workers, 


As an indication of this improvement involving skills and 
facilities, the Nagasaki shipyard of Mitsubishi Shipbuilding and 
Engineering, Japan, has improved the hull building efficiency for 
an 11,800 deadweight ton cargo ship by 20 percent between the 
beginning of 1956 and early 1959. Similar increases in efficiency 


have been noted in other shipyards both in Japan and Germany, 


Immediately following World War II the shipbuilding 
supporting industries in Japan and Germany were small and inefficient, 
Now both countries have highly developed supporting industries, 
On the early ships built in these countries, most of the machinery 
components were imported from the U.S. or U.K. Now they produce 
their own machinery equipment at a lower cost than can be obtained 


in the U.S. 
U.S. Ship-Price Trends 


As shown in Chart No. 3 the price of new Mariner-type ships 
has dropped about 10% in the past two years. This drop has been 
due to competitive conditions in our domestic industry in order 
to obtain the much needed and scarce work. Further, it can be 
seen that the drop has occurred even though labor and steel prices 


have gone up. 


U.S. shipbuilding prices did not rise during and after the 
Suez Crisis in the speculative manner as did the prices in foreign 
countries. The principal reasons for this are: 1. On government 
work, the accounts are audited; 2. 


The pbuilding capacity was 


not overbooked so tne shipbuilders were still trying to get more 
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work; 3. Shipyards bid on many orders with the low bidder getting 
the work - no negotiating period; and 4. The American yards prices 
were already the highest in the world, 
It is not likely there is much leeway left in U.S. bids for 
further reduction. If material and labor costs rise still further, 
the shipbuilders will have to raise their bid figures or make some 
| cost absorptions, While the competitive situation may even result 
in lower prices in the near future, starting from today's figures, 
on a long-term basis there is only one way for U.S. ship prices 
to go - and that is up. 
ent, Future Shipbuilding Orders 
The present slump in ocean cargoes has created an oversupply 


{ of ships with a resultant sharp drop in freight rates. As of 


October 16, 1959 the laid-up tonnage of ships was: 


Type No. Gross Tons 
Dry Cargo Vessels 852 4,686,978 
Tankers 464 4,745,973 
Total 1316 9,432,951 


This is the highest to date except for May and June 1959 
which were slightly higher. There has been a slight improvement 
in the utilization of dry cargo ships. The peak of unemployment 
of these latter ships was reached in June 1959 with 1004 ships 
laid up. 

This slump in ocean transportation has also increased the 
tonnage of vessels going to ship breakers. Starting in mid-1957, 
the number of ships being sold for scrap increased at a rapid 


rate with old and inefficient ships being removed from the world 


fleets. 
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Even with the scrapping of old tonnage there is still a large 


surplus of ships. Most shipping interests believe that this condi. 


tion will continue for several years. However, owners with substan. 


tial financial backing are still ordering ships when and where 


they can make a favorable contract. A 44,000 dwt tanker was recently 


ordered in Germany at a cost of $124 per deadweight ton by an 
American controlled firm. This same ship, if contracted for in 
1957 at the peak of the post-Suez crisis, would have cost between 
$200 and $225 per deadweight ton. In another case, a German ship- 
yard has offered to construct a sister ship to one ordered in 1956 
which cost about $3,643,000 for about $2,833,000 now. This is 
‘a 22 percent reduction in cost to the owner. These two cases 
illustrate the point that foreign owners can get and are taking 
advantage of the current low shipbuilding prices. 

Between March and October, 1959 there were 20 ships with a 
deadweight of 265,840 tons ordered by foreign companies in Japan 


with an estimated value of $68,110,000. During the same period, 


contracts for nine vessels of 314,200 dwt and a value of $60,854,000 


were cancelled. 
Order books are unstable in Japan and also other countries. 
Contracts have been delayed, type and number of ships changed, etc. 


Therefore, it is next to impossible to give an accurate assessment 


of the order backlog in any country. Various figures are quoted by 


different agencies. Deliveries in 1959 were high but not as 
substantial as in 1958. Beginning in 1960, the work load drops off 
rapidly. This is what is causing the great concern in foreign 


shipbuilding circles. 
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As of January 1, 1959 the order backlog in several of the 


leading shipbuilding countries as compared to January 1, 1958 


was: 

Country 1959 1958 

: No. Gross tons No, Gross tons 
Great Britain 442 5,372, 706 616 6,759,295 
Germany 358 4,192,755 517 5,425,235 
Japan 199 3,784,110 296 5,079,780 
Sweden 196 3,078,920 250 3,758,885 
United States 75 1,536, 300 93 2,172,412 


While there have been some new orders and there have been 
many cancellations, it is not believed that there has been a gain 
in order backlog in any country, rather there has been a sharp 
decrease. From this tabulation and comparison with Table No. 3, 
the critical nature of the shipbuilding industry in most foreign 
countries is easily seen. 

New orders are scarce, Owners are negotiating with shipyards 
for good ships at extremely low costs, and in my opinion foreign 


prices will decrease further, 


Cost Relationships 

The U.S.-flag operator is faced with competition that is 
impossible to meet on an equal footing when the quality - thus the 
capital cost - of his ships is considered, His competitor is 
carrying cargoes on ships that cost considerably less, even with 
construction subsidy. The relationship of capital investment 


per ton mile of cargo carried is approximately as follows: 


36744 O-—60 10 
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Capital Investment per Ton-Mile 








Owner D.W.T. H.P, Speed Cost $/Ton-Mile 
Hansa Line 12,000 13,000 17.5 $3,452,000 $ 16.42 
N.Y.K. (Jap.) 11,700 12,000 18.0 3,850,000 18,25 
American Mail 14,925 17,500 20.0 6,150,000 20.60 
Pacific Far East .14,020 17,500 20.0 6,850,000 24.40 
American Export 12,800 12,500 18.5 5,555,000 23.50 
Lykes Bros, 11,340 9,000 17.5 5,050,000 25.40 
Moore McCormack 12,381 11,000 18.0 5,250,000 23.60 
Mississippi 13,065 10 , 600 18,0 4,990,000 21.20 


These figures show that the U.S.-flag operator, when using 
the Maritime Administration's allowed foreign construction cost 
and without providing for escalation, is at a serious disadvantage 
in meeting foreign competition, 

These foreign ships serve the shipper just as well as do the 
U.S. ships - they deliver cargoes in good condition on schedule, 
This difference is only partly due to the higher quality required 
in a U.S. ship. In any of the above cases where the Maritime 
Administration's foreign cost exceeds the 50 percent subsidy level, 
the owner is further penalized, 

The qualities required in American ships are not all due to 
owner's preference. The U.S. Coast Cuard, Maritime Administration, 
seamen's unions, federal regulations, etc. all add qualities that 


are expensive and are not required in many foreign-flag vessels. 
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An example of the type of ships competing with U.S. liners 
on major trade routes is illustrated in the reproduction of two 
pages from a Japanese shipyard bulletin attached at the end of 
this testimony. These ships, built under the yearly Japanese 


shipbuilding programs, were contracted for at the following prices: 


Fiscal 1957, 13th program - $ 4,875,000 
Fiscal 1958, 14th program - $ 3,585,000 
Fiscal 1959, 15th program - $ 3,530,000 


These vessels are roughly comparable to U.S. vessels costing 


$10,000,000 or more, 
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CONCLUSIONS 


Based on my many years of experience in shipbuilding and 
extensive studies of shipbuilding costs both here and abroad, 
I feel that the costs of ships being built abroad have definitely 
dropped below 50% of the U.S. cost. Further, in the future this 
spread in prices will continue to widen, This may not be true 
in all cases but will be in the majority of instances, Basically, 
this disparity in costs, if the 50% CDS ceiling is maintained, 
will make the position of the U.S. shipowner more acute and will 


reduce his opportunity for survival. 
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CONSTRUCTION DIFFERENTIAL RATES 


Calculated by Maritime Administration 


FMB Tentative Values 
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CONSTRUCTION DIFFERENTIAL RATES 
Comparing similar prices 
(Using MARAD estimated foreign prices) 
In this analysis, uncertainties regarding future escalation 
are eliminated by comparing: 
U.S. adjusted price vs. foreign adjusted price, or 


U.S. fixed price vs. foreign fixed price, 
as appropriate. 
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DELIVERED PRICE INDEX VALUE 


Germany -13,200 DWT 6000 BHP Freighter 
Japan -15,000 DWT 6400 BHP Freighter 
USA -Mariner type ship 

MARAD -Shipbuilding Cost index - U.S. 
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The CuHatrmMan. Without objection, we will have included in the 
record a letter favoring this bill from the Pacific American Steamship 
Association, dated March 1, 1960. 

(The letter follows :) 

PaciFic AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., March 1, 1960. 
Subject: H.R. 10644, legislation to remove the 50-percent limitation on the pay- 
ment of construction differential subsidy, title V, Merchant Marine Act of 
1936. 
Hon. HERBERT C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, House Office Build- 
ing, Washington, D.C. 

Deak Mr. CHAIRMAN: The Pacific American Steamship Association is a trade 
association representing a large majority of the American-flag carriers serving 
the Pacific coast. We take this opportunity to express our strong support for 
this subject legislation. 

The purpose of the Merchant Marine Act of 1936 is to insure our Nation that 
we will have a merchant fleet to serve our commerce and our defense. In fur- 
therance of this policy, this law requires American-flag operators to build their 
ships in U.S. shipyards and, in recognition of the higher standard of living in 
the United States, the 1936 act provides a subsidy to American shipyards so 
that American shipowners serving essential trade routes of the United States 
will not be placed at a competitive disadvantage due to higher shipbuilding 
costs. This parity principle is intended to permit American shipowners to 
obtain ships at prices comparable to those paid by their foreign counterparts. 

Recently, the Federal Maritime Board has determined that the differential 
between American and foreign shipyard costs has exceeded 50 percent, but 
under present law the Federal Maritime Board is prevented from paying the 
shipyards more than the 50 percent called for, thereby placing the shipowner, 
who must pay the difference, in an unfair competitive situation. For these rea- 
sons, H.R. 10644 proposes to eliminate the 50-percent ceiling, thereby again 
placing American shipowners on a parity with their foreign competitors. 

Other witnesses before your committee will present detailed testimony on the 
inequity of the present situation, and will show the need for immediate enact- 
ment of this remedial legislation. 

It is respectfully requested that this letter be made a part of the official hear- 
ing record on this legislation. 

Very truly yours, 
J, MONROE SULLIVAN, 
Vice President. 

The CuatrmMan. That will conclude the hearings for today. 

Notice of further hearings will be given shortly. 

The committee will adjourn. 

(Whereupon, at 12 noon, the committee adjourned, subject to the 
call of the Chair. ) 

(The following was furnished for insertion.) 


SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N.Y., April 28, 1960. 
Subject : H.R. 10644, 50 percent construction subsidy limitation 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries. 
House Office Building, 
Washington, D.C. 


DEAR CONGRESSMAN BONNER: I was present at the hearing held on Wednesday, 
March 2, 1960, on the subject bill to remove certain limitations on the con- 
struction differential subsidy provided for in title V of the Merchant Marine Act, 
1936. 

At that time, Mr. Bradley D. Nash, Deputy Under Secretary for Transporta- 
tion, Department of Commerce, presented a statement and answered questions 
propounded by members of the committee. 
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The tenor of Mr. Nash’s statement and his answers to questions is such that it 
is felt that some comment and clarification would be beneficial to the committee, 
That is the purpose of this letter. 

Mr. Nash expressed the opinion, as did Under Secretary Allen before the 
Senate Subcommittee on Merchant Marine at an earlier date, that it is not con. 
clusive at present that the difference between American and foreign ship- 
building costs is in excess of 50 percent or that the difference in construction 
costs will continue to widen in the future. 

Both of these statements are conclusions of the witnesses to support which 
no supporting evidence has been presented, and therefore must necessarily fall 
in the category of wishful thinking. 

The statement is made that during the latter part of 1959, shipbuilding 
prices in the United States and foreign yards decreased somewhat, as evidenced 
by a reduction in bid prices. 

This statement may be technically correct as to shipbuilding prices, but a 
reduction in bid prices does not necessarily indicate a reduction in shipbuilding 
eosts. The reduction in bid prices is an indication of a rigorous competitive sit- 
uation in which shipyards with much idle shipbuilding capacity are striving at 
almost any sacrifice to obtain some shipbuilding work in an effort to retain 
organizations of skilled ship craftsmen, which once disbanded, like Humpty- 
Dumpty, are almost impossible to put together again, and to cover at least 
an appreciable part of overhead costs, even at the sacrifice of profit and some 
portion of overhead costs. 

Hence, we find existing today the rather anomalous situation of a decreased 
price trend in the face of an increased cost trend. 

That there is an increased cost trend is easily demonstrable. Labor costs 
continue to rise. No one has as yet been brash enough to predict any decrease 
in labor rates in the foreseeable future. There is no evidence to that effect, 
but plenty of background to indicate continued demands year by year for in- 
creases in labor rates and in fringe items, all of which are factors in labor 
costs. This applies not only to direct and indirect labor in the shipyards but 
also to such labor in manufacturing plants producing ship components. The 
result, as far as the shipyards are concerned, is not only increased labor cost, 
but increased material cost as well. 

Mr. Nash ascribed the idle ships today as partially the result of overbuilding 
during the past years and the obvious desire to maintain a fleet in being in case 
of emergency. It does not appear that the second reason could be an explana- 
tion of the presently idle ships. 

Mr. Nash comments that “the margin (between American and foreign costs) 
has not yet been determined to be so great as to exclude American manufacture 
in their yards,” whatever that may mean, but notes that there is still time to 
observe whether this margin continues or widens and to take advantage of an 
opportunity of improving the economic and technical methods in the shipyards 
and in the industry as a whole including improvements on the vessels to do away 
altogether with the necessity for a construction subsidy. 

Of course, this is a pious hope. In the first place, shipyards in the United 
States, even though not as new and modern as many of the continental European 
yards, are fully abreast of foreign yards in practically all respects, mechanically 
and technically, are just as efficient and just as productive as European and 
other foreign yards. Furthermore, many American shipyards have engaged 
in large scale modernization and expansion since World War II. 

As to technological or other improvements which might result in reduced costs, 
is it conceivable that such improvements, if they could be attained, could be 
kept secret if employed in American yards to such an extent as to make Amer- 
ican yards competitive with foreign yards? Is it not inevitable that such im- 
provements, if any such could be attained, would immediately be made use of 
by foreign yards in an endeavor to keep their cost advantage and thus the 
world shipbuilding market? Technological and other improvements will not 
and cannot operate to change relative wage rates on which labor costs are 
predicated. 

Mr. Nash hopes to see an opportunity for the industry to reduce its costs at 
this time before world prices simply compel continued subsidization. I presume 
he means additional subsidization, that is, over the present 50 percent limit, 
but maybe, based on the tenor of some of his other remarks, he does mean 
“continued” subsidization, the inference apparently being that there is little 
justification for any subsidization now. 
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The continued stress placed by Mr. Nash on the cutting of costs by the industry, 
would appear to indicate that he feels that the industry at the present time is 
a very inefficient one and thus susceptible to substantial reductions in cost. That 
apparent conclusion of his is somewhat inconsistent with the competitive market 
today which requires cutting of costs to the bone and with the fact that the 
Maritime Administrator testified that their audit reports showed that losses were 
suffered by the builders on practically all postwar ship contracts to which the 
Maritime Administration had been a party. Surely there could be no greater 
inducements to cut costs in every conceivable way. 

Mr. Nash apparently fails to take into consideration the fact that the most 
effective way to cut individual ship costs is a sufficient workload to permit 
efficient and economical operation and to obtain a wide overhead distribution. 
No shipyard has that kind of workload today and, under present commerce 
and budget policy, does not appear likely to have in the foreseeable future. 

Mr. Nash also seems to feel that a maximum limitation on the construction 
subsidy, in other words a lid, as he terms it, will stimulate improvements in the 
industry, and thus is a good thing whether needed or not. 

Again Mr. Nash states that ship prices are trending down all over the world, 
including the United States, but he does not think that any of us is satisfied that 
the shipbuilding industry is in a position where they will suffer if this step 
(increasing the 50 percent) is not taken by the committee. 

Someone is going to suffer. If the ship operator decides not to go ahead with 
the replacement because of the increased cost to him, the shipyard suffers by 
losing badly needed work, the ship operator makes himself liable to cancellation 
of his operating subsidy, and the merchant marine suffers by failure to replace 
obsolete ships with new modern ships. If the ship operator decides to go ahead 
despite the additional cost to him, he suffers financially and has lost the parity 
to which he is entitled under the Merchant Marine Act, 1936. 

Mr. Nash then states that, in the year 1959, of all companies paying dividends 
listed on the New York Stock Exchange the shipbuilders led the list of improve- 
ment of dividends over the preceding year. He neglected to state, however, that 
the group, shipbuilding and ship operating issues, upon which the 49.5 percent 
reported change in dividends is predicated, consisted of 11 companies, of which 
only 4 are shipbuilding companies, and the balance of 7 are ship operating 
companies. 

Regardless of the status of the shipbuilding companies in the group, it obvi- 
ously is not necessarily indicative of the status of an entire industry. It is 
equally obvious that a very modest increase in dividends, moneywise, could reflect 
an apparent substantial increase percentagewise, which could be misconstrued. 

Both Mr. Nash, and Mr. Allen on the Senate side, referred to “some very 
advanced steps” taken at the Todd San Pedro yards “to cut the cost of building 
ships.” The extent to which the cost of building ships at San Pedro may be 
cut will certainly have to wait upon the completion of several ships at that yard 
and a determination of the audited costs of those ships, before any authoritative 
statement can be made as to reduced costs, if any, through these particular 
technological advances. 

I trust that the foregoing will be of some help to you, to the committee and to 
the staff in evaluating Mr. Nash’s testimony. 

Respectfully yours, 
L. R. Sanrorp, President. 


ILABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D.C., March 2, 1960. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
Washington, D.C. 


DEAR CONGRESSMAN BONNER: The Labor-Management Maritime Committee 
desires to go on record as supporting H.R. 10644 now before the Merchant 
Marine and Fisheries Committee of the U.S. House of Representatives. This 
bill would remove the numerical percentage ceiling on construction differential 
subsidy now limited in the Merchant Marine Act of 1936, to 50 percent. 

We subscribe to and agree with the testimony on this bill given by the Com- 
mittee of American Steamship Lines and the American Merchant Marine In- 
stitute before your committee. 
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We believe the declaration of policy of the Merchant Marine Act of 1936 
is as valid today as when the act was first passed by the Congress, and that 
its provisions for the national defense and the development of our waterborne 
commerce were never more applicable than at present. 

The Merchant Marine Act of 1936 was grounded in the principle of parity, 
The subsidy program under this act has, through the years, maintained this 
principle, both as to operating and construction differential costs between for- 
eign and American operators. The application of this principle has given sup- 
port to an American operating fleet by making it possible to compete with 
lower cost. foreign operators and has maintained our shipyards in an ayail- 
able state for defense purposes. 

As to operating subsidy, the absence of any numerical limitation in the act 
has served to sustain the application of the parity principle. 

The limitation of 50 percent in the construction subsidy provisions of the 
act, while of no applicable effect until recently, now threatens the principle 
of parity in the shipbuilding program. This is due to the fact that in some 
areas, the foreign shipbuilding costs have fallen to less than one-half the cost 
of building similar ships in American yards. Thus the 50 percent limitation is 
now in conflict with the principle of parity. 

In addition, the shipyards of different foreign countries may be selected in 
determining the construction differential costs for different American subsidized 
lines, depending on the type of vessel to be built. For some, these costs would 
be under the numerical 50 percent ceiling. For others the costs would exceed 
it, thus creating inequities as between American operators. 

It is conceivable that the arbitrary figure of 50 percent was originally adopted 
as a ceiling with the anticipation that construction differential costs in excess 
thereof would not be reached—or if reached, the numerical limitation would 
serve as a flag for further review. 

However this may be, the basic facts are that the construction differential 
costs have now broken this ceiling, which if not corrected, will do injustice 
to the parity principle itself and create unwarranted inequities as between 
American steamship lines. 

H.R. 10644 now before your committtee, is conceived to correct these effects. 
We believe passage of this bill is necessary both to the national defense and 
for the development of our foreign commerce. We strongly urge its passage. 

Respectfully, 


EARL W. CLARK, 
Hoyt 8S. Happock, 
Codirectors. 
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CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 


TUESDAY, APRIL 12, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. T. A. Thompson presiding. 

Present: Representatives Thompson, Ashley, Downing, Tollefson, 
Mailliard, and Pelly. 

Present also: Representative Boykin and Representative Shelley. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

(H.R. 9172 follows :) 


[H.R. 9172, 86th Cong., Ist sess.] 
A BILL To amend section 502(d) of the Merchant Marine Act, 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 502(d) of the Merchant Marine 
Act, 19836, as amended, is hereby amended by striking the last sentence thereof 
and substituting therefor: 

“To the extent that any award to a shipbuilder on the Pacific coast should be 
made because of the provisions of this paragraph (d) and should increase the 
actual construction differential described in section 502(b) over 50 per centum 
of the construction cost of the vessel (excluding the cost of national defense 
features), then notwithstanding the provisions of section 502(b), the cost of 
such additional actual construction differential may be paid by the Government, 
and any contract already executed shall be amended to conform to this provision 
if it be applicable to the circumstances of such contract.” 

(H.R. 9183 by Mr. Mailliard, H.R. 9188 by Mr. Tollefson, and H.R. 
9362 by Mr. Pelly, are identical with H.R. 9172.) 

Mr. Tuompson. The subcommittee will come to order. 

We are meeting today to commence hearings on a series of bills 
dealing with those provisions of the Merchant Marine Act of 1936 
having to do with the 6-percent preferential differential favoring the 
west coast over the east coast on national shipbuilding bids. 

In simple terms, the situation seems to be this. 

Under the Merchant Marine Act, 1936, whenever a shipbuilding bid 
for a ship to be built for a steamship line based on the Pacific coast is 
found to be no more than 6 percent higher than the next lowest bid, 
on the Atlantic coast, then an award must be made to the west coast 
shipyard. 

We have been told that the reason for this type of legislation—2: 
years ago—was that (@) dispersal of shipbuilding capability was a 
good idea, ¢ good for the economy of the country, and (/) at that time 
there was no—or little—local manufacturing capacity on the west 
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coast for many of the major components. Thus, transportation of 
equipment from east to Pacific coast areas was a major factor. 

Today we have to consider first of all several identical bills which, 
in effect, would give relief to west coast ship operators who have suf. 
fered from the east coast/west coast shipbuilding differential. These 
bills are very simple. Their effect is to provide that if, by virtue of 
the differential, the overall construction differential subsidy should 
exceed 50 percent of foreign costs, then the Government should ab- 
sorb the difference. As it is now, the ship operator is burdened with 
this extra cost, even though it is in excess of parity. 

I hope we need not take too long on this phase of the hearings. 

After those are completed, we will proceed with the bill sponsored 
by Mr. Colmer, of Mississippi, Mr. Garmatz, Mr. Downing, Mr. 
Rivers, Mr. Brewster, Mr. Macdonald, Mr. Friedel, and Mr, Shelley. 
Mr. Shelley's bill is in the same field, but would broaden the differ- 
ential concept to cover any ships built on the west coast. 

Gentlemen, this is the week before Easter. Members will want to 
be in their districts if they can. The chairman, Mr. Bonner, has al- 
ready stated that he would defer hearing from the west coast group 
until a later date. The committee was unwilling to defer the begin- 
ning of these hearings. All things considered, I hope the witnesses 
on this first group of bills and in the second group will be brief. The 
committee will hope that each witness will be as brief as possible. 

The record will be studied carefully. Every witness will have a 
full opportunity to say what he wants to, but I do want to emphasize 
the importance of speaking as briefly as possible. I would appre- 
ciate those who can submit their statements and then summarize their 
remarks. 

I see Congressman Shelley, of California, has come in. 

Would you join us here / 

We have not had Congressman Shelley on our committee for some 
years but he has helped us on appropriations. 

I would like to call as the first witness, Mr. Lawrence W. Hartman, 
vice president of the American Mail Line. 

Good morning, Mr. Hartman. 


STATEMENT OF LAWRENCE W. HARTMAN, WASHINGTON, D.C., VICE 
PRESIDENT, AMERICAN MAIL LINE, LTD., SEATTLE, WASH. 


Mr. Harrman. Mr. Chairman, I have a prepared statement which 
I would like to read and which will not take but a very few minutes. 

Mr. Tuompson. Proceed, Mr. Hartman. 

Mr. Hartman. I am Lawrence W. Hartman, Washington, D.C., vice 
president of American Mail Line, Ltd., whose principal place of busi- 
ness is Seattle, Wash. We favor the enactment of one of the identical 
bills H.R. 9172, 9183, 9188, or 9362, but believe it should be amended 
to insure that it covers the equities of Pacific Far East Lines as well 
as of ourselves. 

I wish to give the committee a narrative account of the events which 
have, step by step, led American Mail Line into a compulsory con- 
tribution of about $870,000 to foot the bill for the Government’s desire 
to foster west coast shipbuilding. 

We don’t believe that the Congress ever intended that this west coast 
preference should be at the expense of the steamship line. Our com- 


| 





a == fm om COU COM ee ee he 








CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 159 


ulsory contribution has been exacted only because of the unforeseen 
Swelopment that the differential between foreign and domestic ship- 
yard costs has edged = to about the 50 percent level, so that the 6- 
percent preference for the west coast yard can’t be put into effect with- 
out going over the 50-percent ceiling. Being a west coast company 
we would have elected to have our vessels built there but not at the 
substantial monetary penalty facing us. Accordingly, and, as I shall 
show, American Mail Line fought this result all along the road and 
finally signed the construction contract with a west coast yard only 
upon the suggestion of the Comptroller General that legislative relief 
was appropriate and only upon assurance of the Maritime Adminis- 
tration officials that they were of the same view. 

The history starts in March 1956, when we lost the Washington 
Mail in the Gulf of Alaska. We were able in the summer of 1956 to 
charter a replacement vessel, the Schuyler Otis Bland, from the Mari- 
time Administration, but only upon agreement that a new vessel would 
be constructed, quite apart from any obligations under a new subsidy 
contract which was shortly to be negotiated. 

During 1957 we developed designs and plans for 18-knot vessels 
which we thought suitable for our trade. For much of 1958 we were 
in dispute with the Board as to whether we could use this design or 
would be required to put on 20-knot ships. We lost. On December 
17, 1958, we entered into a new operating-differential subsidy contract 
which called for the construction of three freighters, with the ship- 
yard contract to be signed by July 1, 1959, failing which we would be 
in default and our operating-differential subsidy contract could be 
terminated. 

The invitation for bids on three 20-knot Mariners was issued on 
January 30, 1959. They were opened on April 15, 1959, and we were 
promptly plunged into a 4 months’ controversy over the award. We 
received bids on both a fixed price and an adjusted price basis from 
eight yards. The Maritime Administration later required us to take 
the adjusted price basis, on which escalation during construction is 
added, so I shall speak only of those bids. Newport News Shipbuild- 
ing Corp. was low, with a bid of $11,350,000 for each commercial vessel. 
The bid of Todd Shipbuilding Corp., of Los Angeles, was $11,871,862 
per vessel, some 4.6 percent higher. In addition, Newport News 
any to delivery of each of the three vessels 145 days earlier than 

odd. 

We expected escalation to be slightly over 8 percent, to produce a 
final Todd price of about $12,850,000. We expected the foreign cost 
of the vessels to be fixed at slightly over $6 million; the figure of 
$6,150,000 was in fact later incorporated in our construction differen- 
tial subsidy contract. The figure of $6,150,000 would call for a subsidy 
rate of just under 50 percent if the award were made to Newport News, 
and American Mail would pay no more than the foreign cost. If the 
award were made to Todd, the 50-percent ceiling would limit CDS to 
$6,425,000 and would mean that American Mail would have to pay 
$275,000 to $300,000 a vessel more than the foreign cost. 

We insisted to the Board that the 6-percent differential provided for 
section 502(d) was applicable only to Government construction under 
section 502, and not to private construction and private financing un- 
der section 504. The General Counsel of the Federal Maritime Board 
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did not agree. On April 29, 1959, the issue was submitted to the Gen- 
eral Accounting Office. It must have given them some trouble; in any 
vase their study was prolonged. It was necessary to get the Federal] 
Maritime Board to agree to extend the contract award date, originally 
fixed at June 1. This was ultimately put forward to August 7. We 
were also faced with the fact that the bids from the two contestant 
bidders would expire on August 15, having been extended, at American 
Mail Line request, from July 15. On July 8 the Comptroller General 
advised that the 6-percent differential was applicable to private con- 
strutcion under section 504. He recognized that the effect of his 
ruling, combined with the 50-percent ceiling, might be to penalize 
the west coast operator. He concluded, however, that : 

The remedy for any inequities that result, or for any adverse effect on new 
construction, lies in the amendment of the act. 

Immediately after receipt of the Comptroller General's ruling, we 
strongly urged upon the Board that it exercise its powers under section 
502(b) of the act, permitting it, whenever it found CDS to exceed 50 
percent, to negotiate a contract with a domestic yard at the price 
which would reduce CDS to 50 percent or less. The General Counsel 
of the Board ruled that this power could not be used. 

Where did all this leave us?) We had to build the ships, or default 
on our contract. The Government had, with final authority, told us 
that we had to award to the higher cost yard and that it wouldn't 
absorb the cost beyond 50 percent. 

In a 2-day session with the Board and its staff, we were told that 
the Board would either (a) allow us to reject all bids and readvertise 
within a year, or (0) in the event we accepted Todd, support any re- 
quest of Congress for relief from the resulting injustice. We didnt 
feel that we could throw out all the bids and readvertise a year later. 
The shipyard prices would probably be higher then, and there was no 
reason to believe that the same situation would not develop in 1960, 
differing only in that the penalty placed upon AML would be higher. 
We were encouraged by the Comptroller General’s opinion and by the 
statements of the Board to believe that we would have the full sup- 
port of the Government in a request of the Congress for relief from 


this penalty. We accordingly elected, for these reasons, to go ahead. | 


On July 14 the president of American Mail Line accordingly 
formally addressed the Board to advise that the line would accept eithe 
bid of Newport News, meaning the fixed or the adjusted. If the Board 
would not or could not agree, it would, he said, accept the Todd 
adjusted price bid, and I quote him: 

Subject to preserving to itself all rights to seek relief for or on account of any 
inequity resulting from the accepting of a bid which, in our opinion, is inequitable 
and so acknowledged by the General Accounting Office in its reply of July 7, 
1959. 

On August 5, 1959, we accordingly signed the contract with Todd, 
and expect to take delivery of the three vessels in November 1961 and 
January and May 1962. The current estimate of the cost to American 
Mail of this west coast contract over one with Newport News is about 

$290,000 a vessel, or $870,000 in all. This is in addition to the extra 
costs to us of interest, charter hire, and other expenses which will 
result from the additional 145 days per vessel for their construction by 


Todd. 
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Both the Board and the General Accounting Office have kept faith 
with American Mail. On August 6, 1959, the day after we signed 
with Todd, Chairman Clarence Morse testified to this committee on 
bills to repeal the 6-percent west coast differential. He said, and the 
reference appears at the bottom in a footnote: 


Hearings before Committee on Merchant Marine and Fisheries on H.R. 8098, 
et al., 80th Congress, 1st session, pages 45 to 46. 


quoting Mr. Mailliard and Mr. Morse: 


Mr. MAILLiarp. Getting back to the allied problem, and that is the question 
of an unfair penalty against a west coast operator that runs up against the 50- 
percent limitation, would you think it advisable if we take such action to pro- 
vide that in the case of a ship allocated under this provision of the law that 
the Government should be able to pay the excess in spite of the fact that it 
goes over the 50-percent ceiling? 


Mr. Morse. I would say, yes, sir. It is justified on national defense and I see no 
reason why the operator should bear that extra expense. 

Mr. MAILLIARD. If we should determine to do that, do you think, in equity, we 
should attempt to make it retroactive so that those companies that have paid 
that penalty could be reimbursed for it? 

Mr. Morse. I think so, because I think the Congress never contemplated the 
operator would be forced to pay more for his ship because he was required to 
build it on the west coast. 


Now, the only ones that I am referring to, that I am aware of, would be the 
American Mail. I think in fairness to the American Mail, they should be 
reimbursed. 

Mr. MAILLIARD. Pacific Far East may come up against the same situation. 

Mr. Morse. Yes, they are unquestionably coming up against the same prob- 
lem. 

That is the end of the exchange. 

On September 10, 1959, H.R. 9172, H.R. 9183, and H.R. 9188 were 
introduced. The identical bills were opposed by the Comptroller 
General, on November 5, 1959, but only as we read his report (B- 
124074) on the ground that their language might not reach to Pacific 
Far East Line, which had but recently encountered a similar situation, 
which is to say between the time that I quote the exchange between 
Mr. Mailliard and Mr. Morse and the Comptroller General’s opinion. 

There is annexed to my statement a draft which we believe would 
meet the Comptroller General’s doubts as to the bills introduced last 
year. 

In sum, gentlemen, for the first time in the history of the act, our 
shipyard bids produced a situation where the 6-percent west coast 
differential soaked not be compensated out of CDS. We went ahead 
on what. seemed to us reliable indications of administrative support 
for legislative relief. We hope the Congress will agree that (a) the 
Congress never intended to penalize the west coast steamship oper- 
ator by requiring him to pay out of his own pocket. in order to patron- 
ize a higher cost yard, and (6) it is appropriate to make whole not 
only the lines which may be caught in the future but also the two lines 
who have already been subjected to the unintended penalty. 

I submit for your consideration the proposed bill which will only 
take a moment to read, if I may, Mr. Chairman. 

Mr. Tuompson. Proceed, Mr. Hartman. 

Mr. Hartman (reading) : 


A BILL To amend section 502(d) of the Merchant Marine Act, 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 502(d) of the Mer- 
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chant Marine Act, 1936, as amended, is hereby amended by striking the last 
sentence thereof and substituting therefor : 

“To the extent that any award to a shipbuilder on the Pacific coast made 
because of the provisions of this paragraph (d) should increase the construe. 
tion cost of the vessel (excluding national defense features) over that which 
would have resulted from an award to the lowest responsible Atlantic coast 
bidder, then the additional cost resulting from such award may be paid by 
the United States as additional construction-differential subsidy notwithstand- 
ing any limitation under section 502(b) of the construction- differential allow- 
ance to 50 per centum of the construction cost of the vessel (excluding national 
defense features), and any contract already executed shall be amended to 
conform to this provision if it be applicable to the circumstances of such 
contract.” 

I thank you, gentlemen. 

Mr. Tuompson. Thank you for a most concise and clear statement, 
Mr. Hartman. 

It occurred to me in your statement, when you mentioned prices of 
shipbuilders and the 6 percent consideration and then you mention 
something about 145 days difference in delivery of ships of Todd as 
against the Atlantic coast builder, Newport News, was it not con- 
templated in the original act that delivery dates be taken into con- 
sideration by the purchaser of the ships? 

Mr. Harrman. No, the General Counsel of the Federal Maritime 
Board, and I think with propriety, has ruled that unless a delivery 
date is specified in the bid invitations the Board is not bound by or 
even bound to consider the difference in expected delivery dates as 
submitted by the several yards. 

Mr. Txompson. In the course of the normal operations of any 
business concern requesting bids, would not the delivery date be a most 
important factor to be included in the invitation to bid? 

Mr. Harrman. I have explained the legal phases. I would prefer 
that the Board explain why they do not take it into consideration. 

Mr. Tuompson. You said you could have included a delivery there. 

Mr. Harrman. We could have in our original invitation. 

That posed several problems. 

In the first place, and from the operator’s point of view, and cer- 

tainly ours, we felt that specifying a delivery date would have the 
effect of i increasing the bid ideas of the shipyards and we did not 
want to invite any increased cost of bid submission, figuring perhaps 
that all those factors cumulatively would be taken into account by the 
Federal Maritime Board with respect to the overall cost to the opera- 
tor of the vessel. 

Mr. Tuompson. But, as a matter of fact, had you stated a delivery 
date in the invitation it would have given you an opportunity to be 
more selective in your acceptance of bids. 

Mr. Hartman. I might have, but I repeat only for emphasis that 
we feared that the restrictive facet of a delivery date might have 
had the effect of encouraging a higher price of all the yards without 
regard to east or west coast or any other coast because ‘the limitation 
of a delivery date, I am told, does have a deterring effect upon the 
pr ice consideration. In other wor ds, it has an effect upon the price 

id. 

Mr. THompson. Do you think that had a delivery date difference 
whe days that the Federal Maritime Board would have given you 
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Mr. Hartman. I cannot answer that because it does not matter 
whether it is 145 days or 300 days if there is a legal obstacle to taking 
it into consideration, 

Mr. Tuompson. Mr. Tollefson ? 

Mr. Totierson. As I understand your statement, Mr. Hartman, 
you had two contracts requiring you to build. The first was your 
subsidy contract under which you agreed to replace your fleet? 

Mr. Harrman. The first was the replacement, Mr. Tollefson, of the 
Schuyler Otis Bland, which we chartered from the Maritime Admin- 
istration and the second was the operating subsidy. 

Mr. Touterson. The other contract was the one you mentioned. 
When you chartered a vessel as part of the charter agreement you had 
to agree to replace the vessel that you lost ? 

Mr. Hartman, That is right, sir. 

Mr. Toiierson. Did you also have at that time a subsidy agree- 
ment in existence which required you to replace your fleet 

Mr. Harrman. Yes, we did have, but that contract was expiring 
or we had undertaken negotiations with the Board for the termina- 
tion of that contract and the substitution of the new one. 

In both there was an obligation for us to replace our then existing 
fleet. 

Mr. ToLLteFson. What would have happened if you had defaulted ? 

Mr. Hartman. Well, the Federal Maritime Board could and prob- 
ably would have held us in breach of our contract and terminated it, 
meaning our operating differential subsidy contract. 

Mr. Totierson. Would you explain for the record the difference 
between fixed and adjusted bid prices? 

Mr. Harrman. The fixed price is guaranteed by the yard that that 
is the overall and final price to the operator. The adjusted price 
contemplates escalation, the escalation features in turn related to 
materials and labor. 

There is no guarantee of a ceiling whatsoever. 

The final price and the ones used in my prepared statement relate 
only to estimated final prices based upon estimates of escalation. 

Mr. Totierson. In other words, there is a possibility, though not 
a probability, of an adjusted price being less than the fixed bid price? 

Mr. Harrman. There is always that possibility but I would like to 
know how that may be anticipated with the higher wages that have 
recently been agreed to in the steel, and which will doubtless be fol- 
lowed, and perhaps even already are in shipyards. At least on the 
west coast I think that recent cost resulted in some increased effects. 

I would have to say that my educated guess is that we best not 
hope for a reduction in the adjusted price. 

Mr. Totierson. Then why was it thought advisable to go on the 
adjusted bid price? 

Mr. Harrman. I will have to suggest that you ask that question of 
the Federal Maritime Board. We had strongly asked for the fixed 
price. They held that it had to be the adjusted price which was a pro- 
cedure that they had adopted for reasons that they had better answer. 

Mr. Touterson. And you are bound by their decision ? 

Mr. Hartman. We are bound by thei: decision. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Tuompson. Mr. Boykin? 
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Mr. Borxrn. I have no questions. 

Mr. Tuompson. Mr. Downing? 

Mr. Downine. Continuin >i Tollefson’s questions, if you could 
have accepted the Newport News Ship offer to build wjthin 145 days, 
would that have effected a saving for American Mail Line? 

Mr. Harrman. Definitely. 

Mr. Down1nG, You have not computed that ? 

Mr. Harrman. No, I have not. I mentioned in my statement that 
the Newport News contract would have lessened the cost to us but that 
the additional cost in giving it to Todd is not included in my state- 
ment. It is roughly some $75,000 to $100,000 per vessel additional. 

Mr. Downrtne. In addition to the figures that you have given us? 

Mr. Harrman. Yes, and I suggest that that is rough, because I had 
to Sr at some of the costs, interest, charter hire, et cetera. 

Mr. Down1nc. How much would American Mail be compensated if 
this bill becomes law ? 

Mr. Hartman. Well, of course, we will get nothing, Mr. Downing, 
until the actual delivered price is established some 2 or 3 years hence. 

We estimate now based on all known factors that it will cost us 
between $275,000 to $300,000 per ship more by virtue of the award to 
Todd and by reason of the applicability of this 6 percent and the 50 
percent ceiling facets. 

Mr. Down1nc. How much money would be involved insofar as the 
Government reimbursing you for the amount that you spent over the 
50 percent ? 

Mr. Harrman. Well, we each pay. If these figures are reasonably 
accurate it will cost the Government the same as it will us because we 
are both participating in the additional cost. In other words, it will 
cost the Giiteingnt approximately the same as it will us, $890,000, 
because the added, the additional cost is divided equally between the 
Government and ourselves. 

Mr. Downtnea. Are you familiar with the situation of the Pacific 
Far East Lines? 

Mr. Hartman. In a general way. 

Their vice president is here to testify in his own behalf, Mr, 
Downing. 

Mr. Downtrna. I will hold my question for him. 

Thank you very much. 

Mr. THompson. Are there any questions? 

Mr. Marturarp. Yes, Mr. Chairman. 

Mr. Tuompson. Mr. Mailliard. 

Mr. Matutarp. Mr. Hartman, to just clear the record in my own 
mind, your testimony is basically that when this provision was put 
into the law in 1936 this 50-percent limitation was so far above cur- 
rent experience that nobody raised the question of what would happen 
if it should exceed 50 percent ? 

Mr. Hartman. I think that isa fair statement. 

Mr. Maiuiarp. Is that about correct ? 

Mr. Harrmayn. That is right, sir. 

Mr. Maruarp. Therefore, you come in support of this legislation 
in the belief that, had Congress originally anticipated this condition, 
they would have made a provision for it ? 

Mr. Hartman. I think SO. 
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Mr. Maruiarp. So that that Government policy of attempting to 
support a Pacific coast shipbuilding industry would not be at the 
expense of the ship operator. It was never the idea that that govern- 
mental policy should result in a financial penalty to the west coast 
ship operator ? 

Mr Honpuan. I think that is a fair statement. 

Mr. Mattuiarp. Does the suggested language that you have in your 
— conform to the suggestions of the General Accounting 
Office 

Mr. Hartman. We think so. I have not, Mr. Mailliard, checked 
with the General Accounting Office. I have submitted this prepared 
bill to the Federal Maritime Board or its representatives in the as- 
sumption that, if they are going to testify, they would make known 
whether this will accommodate the requirements set out in the Comp- 
troller General’s referenced opinion which went to the Pacific Far 
East Line case and which I am sure Mr. Adams will explore that with 
you. We think it will. 

Mr. Maiuiarp. That is all. 

Mr. THompson, Mr. Pelly? 

Mr. Petty. Mr. Hartman, just to clarify the situation, the president 
of your company at the time of negotiations with the Maritime Board 
was Mr. Lintner ? 

Mr. Hartman. That is right. 

Mr. Pe.uy. Mr. Lintner came to Washington in 1959 and took the 
position in negotiations with the Board that the 6-percent differential 
only applied to Government contracts and strongly favored giving 
the award to the Newport News Shipbuilding Corp. 

Mr. Hartman. Well, I wish you would allow me to substitute the 
words “Government financing by 502,” but we were financing privately 
and it was never his thought, and I may say that that bothered the 
Comptroller General’s Office for 4 months as to whether the Con- 
gress ever intended that private financing would be affected, if you 
please, by 502 which initially related only to Government financing. 

The difference, obviously, is the cost to us immediately. 

Instead of getting 314 percent mortgage money from the U.S. 
Government, we have to pay 5 percent and more under 504 notwith- 
standing which penalty we are further penalized by the application 
of 502 requirements against a 504 transaction. 

Mr. Petty. Then in July of the same year, 1959, when the Comp- 
troller General ruled that the 6 percent applied to the private con- 
struction under section 504, again Mr. Lintner was still in favor of 
giving the award to the Newport News company. 

Mr. Harrman. Well, he was in favor of doing it as I recited for 
the reason that it would cost us between $275,000 and $300,000 per 
vessel less by giving it to the east coast yard. 

Mr. Petty. I recall that being a constituent of mine he communi- 
cated with me and felt that it was an extremely unfair penalty and, 
as I recall, your vice president came to conclude the final negotiations 
because Mr. Lintner was so bitter about the matter and felt that the 
company was unfairly discriminated against, is that correct / 

Mr. Harrman. I would not like to comment on that, Mr. Pelly. 

Mr. Petry. That was my impression anyway. I certainly feel 
that.as far as Mr. Lintner goes, he is acknowledged to be a person of 
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strong feelings on various subjects and in this case he felt that the 
company was highly penalized. 

Mr. Hartman. I am sure he felt that the company was being highly 
penalized but I would like to rest there. 

Mr. Petry. That is all. 

Mr. THompson. This word “penalized” seems to be a lot more 
popular than the word “discrimination” in the Congress, 

Je are glad to have Congressman Shelley with us. 

We know of your great interest in this, Congressman. 

As a former member of this committee, I am sure the committee 
would like to have you make a statement, if you care to, or to bring 
out points of witnesses making statements. 

Mr. Suettey. Thank you very much, Mr. Chairman. 

I will pass at this time. 

Mr. THompson. Is that all, Mr. Hartman ? 

Mr. Harrman. That is all I have. 

Mr. Tuompson. Thank you very much. 

We have with us our old friend, Mr. Howard C. Adams of Pacific 
Far East Line. It isalways good to have you with us. 

We would like to hear your statement now, Mr. Adams. 


STATEMENT OF HOWARD C. ADAMS, VICE PRESIDENT, PACIFIC 
FAR EAST LINE, INC. 


Mr. Avams. Mr. Chairman, we appreciate the opportunity of being 
here and presenting our position. Our position is similar to that of 
American Mail but slightly different. 

We have a short statement which will present our position. 

Mr. Tuompson. We would appreciate hearing you, Mr. Adams. 

Mr. Apams. I am Howard C. Adams, vice president of Pacific Far 
East Line, Inc. I appear today before your committee in support of 
H.R. 9172, H.R. 9183, H.R. 9188, and H.R. 9362 with the same amend- 
ment as suggested by American Mail Line. 

Pacific Far East Line, Inc., issued invitation for bids for the con- 
struction of its two Mariner type replacement vessels, MA design 
C4-S-lIt, on April 15, 1959. This was the same day that the American 
Mail Line bids were opened and the controversy regarding section 
502(d) commenced. Under the terms of PFEL’s operating-differen- 
tial subsidy agreement, as extended by the Board, we were under an 
obligation to award our replacement contracts by June 30, 1959. In 
the meantime the American Mail Line question had been submitted to 
the Comptroller General. We followed this matter closely as we real- 
ized that PFEL might be in the same position. When the bids on our 
vessels were opened on June 25, 1959, this turned out to be the fact. 
Bethlehem at Sparrows Point was the low bidder, but Bethlehem’s 
yard at San Francisco was well within 6 percent of the Atlantic 
coast bid. 

As the Comptroller General had not ruled on the American Mail 
Line question, we requested an extension of time for awarding our 
contracts, which was granted by the Board, until September 11, 1959. 
We were informed at that time that further extensions probably could 
not be granted as the bids would remain outstanding only for 90 days 
or until September 25, 1959. The ruling issued by the Comptroller 








CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 167 


General on July 8 in the American Mail Line case made it clear that 
our contracts would probably also have to be awarded to the west 
coast yard. We objected to this conclusion as strenuously as American 
Mail Line, and requested the Board to submit our bids to the General 
Accounting Office for consideration. By ruling dated September 3, 
1959 (B-140448), the Comptroller General reaffirmed his prior deci- 
sion and ruled that our contracts must go to the low bidder on the 
Pacific coast. Prior to this ruling, Chairman Morse of the Federal 
Maritime Board had appeared Selene your committee, and indicated 
that our company as well as American Mail Line would probably 
be confronted with the inequitable situation of having to pay out of 
our own funds the additional cost of awarding the contracts to the 


. west coast shipyard under section 502(d). 


As was the case of American Mail Line, PFEL had no alternative 
but to award its construction contracts or face possible default. under 
its operating-differential subsidy agreement, or even, had the Board 
permitted further extension, face the possibility of having the bids 
withdrawn on September 25, which undoubtedly would have resulted 
in higher bids being received upon a later invitation. Therefore, we 
joined with American Mail Line in supporting the bills which had 

n introduced in the House on September 10, 1959, to correct this 
situation. Prior to signing the contracts, our counsel requested the 
Federal Maritime Board letter dated September 11, 1959, copy 
of which is attached, to include in our construction-differential sub- 
sidy contract a provision specifically entitling PFEL to the benefits 
of future legislation dealing with this subject. 

By letter dated September 18, 1959, a copy of which is attached 
to your papers, the Board assured us that the contract. provision was 
not necessary and that execution of our construction-differential sub- 
sidy contract would not be a bar to the granting of any benefit pro- 
vided by Congress in future legislation. 

On the basis of our best estimates, which cannot be finalized until 
the results of escalation between now and the completion of construc- 
tion of our vessels have been determined, it appears that as a result 
of the award to the west coast shipyard PFEL will have to pay out 
of its own funds an additional amount of from $275,000 to $300,000 
for each of its two vessels. We wholeheartedly agree with the testi- 
mony of Chairman Morse and of American Mail Line that it was 
never intended by Congress that a Pacific coast operator should bear 
the differential provided by section 502(d). As Mr. Pelly has pointed 
out, under section 502(f), the Maritime Administrator has the author- 
ity to allocate the construction of these vessels to yards for the pur- 
poses of dispersion for national defense purposes and also under 
section 504 when the operator finances his own contract it was then 
thought that he might have the authority to award the contract to 
the _s of his choice. 

The substitute text proposed by American Mail Line is necessary, 
as pointed out in the Comptroller General’s opinion, B-124074, dated 
October 1, 1959, to make it absolutely clear that the differential would 
be paid by the Government even though application of 502(d) did 
not increase the construction-differential subsidy over 50 percent. 
This is a necessary change because in our case CDS, applied to the 
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low bid on the Atlantic coast, would have exceeded 50 percent regard- 
less of the application of 502(d). 

We respectfully request that your committee favorably consider 
this legislation in order to remedy the inequitable results which have 
occurred in the case of American Mail Line and Pacific Far East 
— Inc., and to prevent the occurrence of such inequities in the 

uture. 

That is the completion of my statement, Mr. Chairman. 


(The letters follow :) 
KoMINERS & Fort, 
September 11, 1959, 


Re Pacific Far East Line, Inec., C-2 replacement program—Construction differ. 
ential subsidy contract FMB-101. 


Hon, CLARENCE G. MoRsE, 
Chairman, Federal Maritime Board, 
Washington, D.C. 

Dear Sir: We have received from the Office of General Counsel of the Federal 
Maritime Board (“Board”) a draft form of construction-differential subsidy 
contract to be entered into between the United States and Pacific Far Kast 
Line, Inc. (“PFEL”) covering the construction of two new cargo vessels, MA 
design C4-S-1t. This contract appears to be in order, with the following 
exceptions: 

1. Article 7. Default of owner under construction contract: This article is 
new and was first inserted in the recent construction-differential subsidy con- 
tract of American Mail Line. The Committee of American Steamship Lines 
(“CASL”) has been requested by the Board to comment on this article and its 
comments will be rather extensive. PFEL suggests that the article not be 
inserted in its contract FMB-101 in its present form, but rather that it be added 
by addendum in the final form as agreed upon between CASL and the Board, 

2. Benefits of future legislation: Within the near future Congress may enact 
legislation increasing the ceiling on construction-differential subsidy above 50 
percent and permitting the Federal Maritime Board to absorb the additional 
cost to operators who are required by section 502(d) of the Merchant Marine 
Act, 1986, as amended, to award their construction contracts to Pacific coast 
shipyards. PFEL should be entitled to the benefits of any such future legisla- 
tion, particularly as stated by the Chairman of the Federal Maritime Board 
before the House Merchant Marine and Fisheries Committee on August 5, 1959, 
with respect to reimbursement to PFEL of the extra expense resulting from the 
requirements of section 502(d). Therefore, we propose that there be inserted, 
as a new article XI, which will be the last article in the contract, the following: 

“Article XI. Benefits of future legislation: The owner shall be entitled to all 
benefits which the Board may be authorized by future legislation (1) to grant 
to applicants for construction-differential subsidy as a result of an increase of 
the ceiling on construction-differential subsidy above 50 percent and (2) which 
may be granted to Pacific coast operators with respect to the requirements of 
section 502(d) of the act.” 

As it is presently contemplated that the CBS contract and the construction 
contract will be signed on September 17, 1959, we shall appreciate your prompt 
consideration of the foregoing. 

Very truly yours, 
RoBERT S. HOPE. 


FEDERAL MARITIME BOArp, 
Washington, D.C., September 18, 1959. 
Re Pacific Far East Line, Inc., C-2 replacement program—construction-differ- 
ential subsidy contract FMB-101. 

Mr. Rosert S. Hope, 
Kominers & Fort, 
Tower Building, 
Washington, D.C. 

Dear Mr. Hore: Reference is made to your letter of September 11, 1959, 
concerning Pacific Far East Line’s replacement program, particularly the draft 
of construction-differential subsidy contract FMB-101. 
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The above-referred-to letter suggests that article 7—Default of owner under 
construction contract—not be inserted in contract FMB-101 but rather that 
an article on the same subject be added by addendum in a form which might 
be agreed upon following discussions between CASL and the Board. 

This is to advise that the Board on September 17, 1959, directed that said 
article 7 be included in construction-differential subsidy contract FMB-101, 
with the understanding that should the Board approve, following current nego- 
tiations with CASL, a standard clause (default of owner under construction 
contract) that differs from the corresponding article 7 being incorporated in the 
construction-differential subsidy contract No. FMB-101, said article 7 will be 
replaced with the standard article 7 by appropriate amendment thereto. 

Your letter of September 11 further requests that there be inserted a new 
article XI in the contract, which you entitle “Benefits of future legislation.” 
The Board at its meeting on September 17, 1959, denied your requests. In 
taking this action the Board directed that I advise you that it did not consider 
the execution of the construction-differential subsidy contract to be a bar to 
the granting of any benefit which Congress may expressly provide in future 
legislation. 

Very truly yours, 
JAMES L. Pimper, Secretary. 

Mr. THompson. Are there any questions of Mr. Adams? Mr. 
Tollefson ? 

Mr. Totterson. Mr. Adams, just to get clear what the American 
Mail Line’s proposal proposes to do, is it the intent of the bill that 
the operator pay up the 50 percent of the cost of the vessel and that 
the Government pick up the difference? 

Mr. Apams. The bill that is now pending? 

Mr. Totierson. No. 

Mr. Apams. The present situation or proposed ¢ . 

Mr. Totierson. The proposal of the American Mail Line. They 
had a proposed substitute which you are supporting. 

Mr. Apams. As it is re the Government would pick up half 
of the bill regardless of whether the subsidy was in excess of 50 per- 
cent or below 50 percent. | 

Mr. Totierson. In other words, suppose that under an east coast 
shipyard bid the subsidy would be 46 percent. The contract is instead 

ven to a west coast yard whose bid is 6 percent higher which brings 
it up to 52 percent. 

he Government picks up the 2 percent and you pick up the 50 
percent ? 

Mr. Apams. Yes, sir. That is right. 

Mr. Totuerson. That is all, Mr. Chairman. 

Mr. Tuomeson. Mr. Ashley ? 

Mr. Asutry. I have no questions. 

Mr. Tuompson. Mr. Mailliard ? 

Mr. Mamu1arp. Mr. Chairman. 

I think the situation is perfectly clear, Mr. Adams. I do not want 
to belabor it, but is there any connection as far as you see it between 
the special problems that are involved in this group of bills that we 
are talking about now and the broader question of the desirability of 
the 6 percent or lack of desirability of that? 

Mr. Apams. No, sir. They are completely separate, in my opinion, 
Mr. Mailliard. 

Mr. Matuiarp. In other words, you are caught with an unantici- 
pated situation that involves separate provisions of the law and what 
you seek here is really redress of an inequity and you are not testify- 
ing as to the merits of the provisions of the law. 
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Mr. Apams, Yes, sir. In our opinion, it was an inequity not in- 
tended as the reason is dispersal for national defense purposes and not 
to ome the company merely because its home aidnens happens to 
be San Francisco or Los Angeles or Seattle. 

Mr. TotiEFson. Will the gentleman yield? 

Mr. Matiuiarp. Yes. 

Mr. Touuerson. The construction differential subsidy was not sub- 
sidy to aid the operator at any time, was it ? 

Mr. Apams. No,sir. It is for the shipyard. 

Mr. Totierson. That is the subsidy for the shipyard ? 

Mr. Apams. Yes. 

Mr. Totterson. Thank you. 

Mr. THompson. But the consideration of the 6-percent differential 
will be made in testimony under the bids covered separately. I do 
not think there is any connection. 

Mr. Apams. No, sir. 

Mr. Tuompson. Are there any questions? Mr. Downing? 

Mr. Downine. No, sir. 

Mr. Tuompson. Mr. Pelly? 

Mr. Petty. Mr. Adams, I think that it was last August when you 
testified that you felt the additional cost of construction on west coast 
vessels was justified for national defense purposes and saw no reason 
why the operator should bear that extra expense. Are you still of 
that opinion / 

Mr. Apams. Yes, sir. That is right. 

Mr. Petty. Do you feel as a shipping man that the dispersal of 
our shipyards is important to national defense ? 

Mr. Apams. I would think it would have a national defense ad- 
vantage. Yes, sir. 

Mr. Petty. You think it advisable to separate yards as much as 
possible and not put all of our eggs in one basket ? 

Mr. Apams. That is right. 

Mr. Petty. I have one further question. 

In concluding your negotiations, did you feel that legislative relief 
would probably be forthcoming ? 

Mr. Apams. We certainly did, Mr. Pelly. After the testimony of 
the Maritime and the comments of the committee we felt that it was 
merely a matter of time before the law would be corrected to cure 
the inequity. 

Mr. Petty. You think that there is a moral obligation either to 
those of us in the legislative branch or Maritime to give relief / 

Mr. Apams. We went on record, as I said in my statement, and the 
reply is attached to my statement. 

Mr. Tuompson. What connection do Bethlehem at Sparrows Point 
and Bethlehem west coast have with each other, one being low bidder 
and the other being within 6 percent of the low bid? Would they 
have any way of knowing each other’s bid ? 

Mr, Apams. I could not answer that. 

Mr. Tuompson. I just leave that with you as a thought. 

Are there any questions / 

Mr. Borxrn. I want to say that I think Mr. Adams is absolutely 
right in his statement. I agree with every word he said. 

Mr. THompson. We thank you for a most complete statement, Mr. 
Adams, and for your further comments. 


| 





rf 








CONSTRUCTION DIFFERENTIAL SUBSIDY BILLS 171 


Gentlemen, we have with us the Honorable Clarence G. Morse, 
Chairman of the Federal Maritime Board. 
Welcome back, Mr. Morse. It is very good to see you. 


STATEMENT OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD 


Mr. Morse. Good morning, gentlemen. It is quite some time since 
I have had the privilege of sitting in this chair. 

In line with your suggestion, I have a prepared statement which 
is the position of the Department of Commerce, dated April 12, 1960, 
and to summarize it, the Department of Commerce is opposed to this 
pending legislation. 

Thank you very much. 

Mr. THompson. You may proceed, 

Mr. Morse. I have given my statement, sir. 

Mr. THompson. Is your statement complete ! 

Mr. Morse. I might add that the Bureau of the Budget has author- 


ized the making of the statement. 
(The statement follows :) 


STATEMENT BY CLARENCE G. Morse, CHAIRMAN, FepERAL MARITIME Boarp-Marr- 
TIME ADMINISTRATOR, ON BEHALF OF THE DEPARTMENT OF COMMERCE 


Mr. Chairman, the bill, H.R. 9172, would amend section 502(d) of the Mer- 
chant Marine Act, 1936, as amended (46 U.S.C. 1152(d)), to provide that, when 
an award is made to a shipbuilder on the Pacific coast for the construction or 
reconditioning of a vessel under the mandatory 6-percent differential provisions 
of section 502(d), and the use of such provisions increases the construction 
differential over 50 percent of the construction cost of the vessel, the Govern- 
ment will pay the amount of any such increase. The bill also provides that such 
benefits will be retroactive as to any contract already executed to which the 
provisions of the bill are applicable. 

The Department recommends against favorable consideration of the bill. 

Under the present provisions of section 502(d), when the bid of a Pacific 
coast shipbuilder on a vessel built subject to the provisions of this section is 
submitted in an amount that does not exceed the lowest bid of an Atlantic 
coast shipbuilder by more than 6 percent, the Federal Maritime Board is re- 
quired to approve the Pacific coast bid and compute the construction-differential 
subsidy on the basis of the approved bid price. However, the construction 
differential payable by the Government may not exceed 50 percent of the con- 
struction cost of the vessel. 

At the time that subsection (d) of section 502 of the Merchant Marine Act, 
1936, was enacted, the prevailing construction-differential subsidy applicable 
to new vessel construction in domestic shipyards ranged between 30 and 40 
percent of the domestic construction cost of the vessel. In recent vessel con- 
struction projects under title V of the Merchant Marine Act, 1936, the construc- 
tion differential has reached the statutory maximum of 50 percent of the 
domestic construction costs. The result of the greatly increased vessel con- 
struction costs in U.S. shipyards in relation to foreign construction costs, has 
placed an additional burden upon Pacific coast shipowners for the construction of 
vessels under the mandatory provisions of section 502(d). 

As long as the amount of the Pacific coast bid price did not exceed twice the 
amount of the estimated foreign construction cost, the construction differential 
was 50 percent or less than the construction cost of the vessel, and the amount 
of the allowance for the Pacific coast differential as provided for in section 
2(d) was absorbed in the construction-differential subsidy by the Govern- 
ment. During this time the Pacific coast shipowner was on equal footing with 
a competitors and other American flag shipowners not subject to section 

The problem regarding the additional cost imposed on Pacific coast shipowners 
under section 502(d) has arisen recently in two different instances. The first 
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in which the lowest Atlantic coast bid was slightly less than twice the foreign 
construction costs and the lowest Pacific coast bid, while within the 6-percent 
allowance, was over twice the foreign construction costs. Since by law the 
Government does not pay a construction-differential subsidy of greater than 
50 percent of the construction cost of the vessel, the shipowner is required to 
pay one-half of the amount by which the Pacific coast bid exceeds twice the 
amount of estimated foreign cost. 

In this instance the Pacific coast shipowner will have to pay approximately 
$200,000 more for the construction of each vessel than an Atlantic coast ship 
owner would have to pay, since the lowest responsible bid could not be accepted 
by reason of section 502(d). 

In the second instance, both the lowest Atlantic coast and Pacific coast bids 
were greater than twice the foreign construction costs. The Pacific coast bid 
was less than 6 percent above the Atlantic coast bid and received the award 
under section 502(d). Here again an additional burden was placed upon the 
shipowner with each vessel costing the operator approximately $150,000 more 
than if the lower Atlantic coast bid could have been accepted. 

The 6-percent west coast differential was provided by the Congress in order 
to insure the development and maintenance of a shipbuilding industry in that 
area and has been justified as required to insure that our shipbuilding capability 
be strategically dispersed for mobilization and national defense. Maintenance 
of a mobilization base is also one of the purposes of the construction subsidy 
program. 

The Government aid authorized under the Merchant Marine Act, 1986, in 
support of the shipbuilding industry through the construction subsidy program 
is limited to payment by the Government of not more than half the total con- 
struction costs of the subsidized vessel. H.R. 9172 would have the effect of 
breaching the 50-percent limitation. 

The Department has previously expressed its opposition to legislation (H.R. 
9833) which would waive this limitation with respect to the construction subsidy 
program as a whole. The Department believes the considerations stated in its 
testimony on H.R. 9833—that such action is not required at this time and should 
not be taken without serious consideration of the purposes and methods of 
Government aid in shipbuilding—are also applicable to H.R. 9172. 


Mr. Tuompson. Are there any questions? 

Mr. Morse, I am afraid you are making a record here this morning. 
We said we would like you to be brief and we, of course, did not 
intend that you would leave out any small words of wisdom that this 
subcommittee might want to work on. 

Do you have questions, Mr. Tollefson ? 

Mr. Totierson. Yes. I have not read the statement. As you have 
summed it up, the Commerce Department opposes the pending 
legislation ? 

Mr. Morse. Yes, sir. 

Mr. Totuerson. I asked this question of Mr. Adams. The con- 
struction-differential subsidy is not a subsidy to the operator; is that 
correct ? 

Mr. Morss. It is intended primarily as a subsidy to the shipbaee 

Mr. Toutterson. The American operator is compelled to build his 
ships in a yard in the United States? 

Mr. Morse. Correct. 

Mr. To..erson. Because he is compelled to build his ship in a yard 
in the United States, the Congress ae in 1936 provided that. they 
would put him on a parity with his foreign competitor by saying to 
him, in effect, “You have to build your ship in an American yard, 
which will cost you a lot more, but we will pick up the difference in 
the cost between costs of a ship built in an American yard and the 
cost of a ship built in a foreign yard.” 

Mr. Morse. It is my understanding that the 1936 act contemplates 
parity as far as shipbuilding costs to the American operator. 
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Mr. Totierson. Now, then, with respect to the American Mail Line 
and the Pacific Far East Line, you have heard the testimony of both 
Mr. Hartman and Mr. Howard Adams. Their recital of the facts is 
accurate, is it not ? 

Mr. Morse. Substantially so. 

I would not say that they misrepresented anything but I might put 
a slightly different connotation on something. In principle, I think 
they are entirely factual. 

Mr. Totierson. They were under contract to replace their vessels? 

Mr. Morse. Yes, sir. 

Mr. Totierson. I do not know that it is necessary to go into what 
might have happened if they refused to build under these circum- 
stances but the fact is that they would have violated their agreements 
had they not gone ahead with their contracts to build? 

Mr. Morsr. Unless the Board gave them a waiver they would have 
been in violation of the subsidy contract and the Board was not in- 
clined to give them waivers. We wanted these ships built. We 
thought they were on rices, period, 

Mr. Tuompson. Mr. Tollefson, will you yield? 

I just want to welcome these young Americans to our committee 
meeting. I only wish that more of them would come in and see some 
of these committees in action. 

I hope you make yourselves comfortable and stay with us as long 
as you wish. 

roceed. 

Mr. Totierson. Mr. Hartman stated that it was his understand- 
ing at least, or the understanding of his company, that if they had 
proceeded with the arrangements to build three vessels and the cost 
to them went up simply because of the awarding of the contracts by 
the Maritime’s insistence on the west coast yard, that the Maritime 
Administration would support legislation to give them relief. 

Mr. Morse. If you say by “an understanding,” that that was an 
agreement, I deny that there was an agreement. 

Mr. Totxierson. No, I said that Mr. Hartman said that he had this 
understanding. 

Mr. Morse. I will say if Mr. Hartman means by an understandin 
that there was an agreement, I deny that there was an agreement. I 
agree wholeheartedly that the Board was in sympathy with the idea 
that they should not be forced to pay more because of this peculiarity 
of the statute. 

Mr. Totterson. Do you know whether the GAO is going to testify ? 

Mr. Morse. I have no information. 

Mr. Totrerson. You had correspondence back and forth with the 
GAO, spperenity. Mr. Hartman indicated again that it was his un- 
derstanding that the GAO had a feeling similar to that of the Mari- 
time Administration that they were sympathetic. 

Mr. Morsg. I think in one of the GAO’s letters there is a statement 
that this may result in an inequity to the West Coast shipowner. 
_Mr. To.ierson. I appreciate, and all of us appreciate your posi- 
tion here. Can you tell me without reading your statement, or read- 
ing it if you wish, what is the basis for the Commerce Department’s 
opposition ? 
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Mr. Morsse. Fundamentally, I think the basis is that these are con- 
tracts which have in fact been executed by people who are free, white, 
and 21, and they should not be bailed out. 

Mr. Totierson. Have you an idea whether the Commerce Depart- 
ment’s position would be different with respect to future contracts? 

Mr. Morsr. They are opposing the legislation as to future contracts, 

Mr. Totierson. In other words, they are taking the position that 
om too bad for the operator if he gets caught in a situation like 
this 

Mr. Morse. I would sum it up that way, yes, sir. 

Mr. TotieFson. If you do not wish to answer this question do not, 
but what is your personal thinking? 

Mr. Morse. I expressed my views to this committee last year at the 
hearings on August 5 and August 6, 1959. I expressed my views to 
the Senate committee on March 2, 1960, in ae I then said, and I 
see no reason to change my position, that I think it is highly in- 
equitable that the operators should be forced to pick up this cost. 

Mr. Touierson. Again do not answer this if you do not want to, 
but do you personally favor this kind of legislation ? 

Mr. Morse. Yes, sir. I have come up to this committee and sup- 
ported other legislation which is of a private nature to aid operators 
who have been caught in a bind, not this identical situation but anal- 
ogous situations, and I see no reason why these people should not be 
protected. 

Mr. Totuerson. I thank you for that comment. 

I personally cannot understand the Commerce Department’s posi- 
tion at all. I[ just see no basis for it in view of the understanding 
that I have always had since I have been a member of this committee 
that the operator under the philosophy of the 1936 act was to be put 
on a basis of parity with his foreign competitor so far as ship con- 
struction costs are concerned. The position of the Commerce Depart- 
ment just goes against the face of that philosophy, it seems to me, 
because the operator is required to pick up the excess, then he is not 
on a parity with the foreigner. Is it correct that he is not on a parity 
if he has to pay more than his foreign competitor does? 

Mr. Morse. That is correct; nor on a parity with his east coast 
competitor. 

Mr. Totierson. He is not on a parity with his other American com- 
petitor. I think that is all, Mr. Chairman. 

Mr. Boykin (presiding). Are there any questions, gentlemen ? 

Mr. Matiu1arp. Mr. Chairman, I would just like to ask, Mr. Morse, 
as to the colloquy that was read by Mr. Hartman between the two of 
us, if you have any reason to want to change any of that testimony! 

Mr. Morse. None at all. 

Mr. Matuiarp. If I could offer a gratuitous comment, it seems to 
me that it would have been more straightforward for the Depart- 
ment to have recommended changing the philosophy of the 1936 act 
instead of coming up with this absurd position. That is all. 

Mr. Boyxrn. Mr. Pelly? 

Mr. Petty. Mr. Morse, you would agree, I am sure, that the basis 
of the extra cost in this case was national defense; is that correct! 

Mr. Morse. I think that is the only justification for the 6 percent 
for the west coast shipyards. 
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Mr. Petty. And there is certainly no reason that an operator 
should have to bear the expense on account of national defense? 

Mr. Morse. None, to my thinking. 

Mr. Petty. I wonder, too, whether you would give your impression 
of your negotiations with my constituent, Mr. Lintner, that he was 
very strongly in favor of giving the contract to the Newport News 
Co. as against having to pay the extra cost ? 

Mr. Morse. Well, I would not even put it that way. He was in 
favor of Newport News, period. 

Mr. Petry. That is all, Mr. Chairman. 

Mr. SuHetiey. May I ask a question ? 

Mr. Boyxrn. Mr. Shelley. 

Mr. Shelley is an old member and a good one, too. I am glad he 
is here. 

Mr. SuHetiey. Mr. Morse, leaving aside the fact of the 6 percent in 
this situation, do you believe that the 50 percent construction sub- 
sidy limitation is realistic in the light of today’s costs and the increas- 
ing costs of construction in shipyards, or should that be given another 
look ? 

Mr. Morse. I would rather not testify on that question at this 
time. That is not the matter before this particular subcommittee and 
we do not have a position established for that question. 

Mr. SuHeEttey. I think it is a general matter before the committee; 
but you do not have a position established on it is your answer? 

Mr. Morse. We do know that on several of our recent bids the sub- 
sidy rate has exceeded 50 percent. 

Mr. Suetiey. That is all. Thank you. 

Mr. Boyxrn. Thank you very much, Mr. Morse. 

Now, gentlemen, we would like to hear from Mr. W. E. Blewett, Jr., 
president of the Newport News Shipbuilding & Dry Dock Co. of New- 
port News, Va. 

Mr. Downrine. Mr. Chairman, are we leaving the subject of the 6 
percent differential ? 

Mr. Boykin. Yes. 

Without objection, we will place in the record a letter endorsing the 
legislation from the Committee of American Steamship Lines, Tom 
Killefer, executive director, dated April 8, 1960. 

(The letter follows:) 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D.C., April 8, 1960. 
Hon. Hersert C. BoNNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
U.S. House of Representatives, Washington, D.C. 


Deak Mr. CHAIRMAN: This is in reply to a communication from the chief 
committee clerk noticing open hearings on H.R. 9172 (which you introduced), 
and identical bills, H.R. 9183, H.R. 9188, and H.R. 9362, introduced by Mr. 
Mailliard, Mr. Tollefson, and Mr. Pelly. 

H.R. 9172 would amend section 502(d) of the Merchant Marine Act, 1986, to 
provide for payment by the Government of additional construction-differential 
costs under section 502(b), where the increase above 50 percent is occasioned 
by an award to a shipbuilder on the Pacific coast under section 502(d). 

The bill would remove a gross inequity under which Pacific coast steamship 
companies are now obliged, in effect, to pay construction-differential subsidy to 
the shipyards to the extent construction differential exceeds 50 percent due to 
Section 502(d). The fact that a steamship company operates its vessels from 
ports on the Pacific coast should not penalize the company vis-a-vis companies 
operating from other U.S. coastal areas. 
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Accordingly, the Committee of American Steamship Lines endorses and sup 
ports H.R. 9172. 
Respectfully yours, 


Tom KItLeFerR, Executive Director, 
Mr. Boykin. We will take up the next bills. 
(Whereupon, at 10:55 a.m., the committee moved to other 
business. ) 


x 








